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Minister of Industry, Trade and Technology 


It gives me great pleasure to issue this report on The State of Small Business in 
Ontario. It is the first edition of what will be an annual publication that looks at the 
vital importance of small business in our economy and the role of the government 

in assisting this sector. 

Small companies now provide the vast bulk of new job opportunities for 
Canadians, a fact that has been recognized by this government. 

__ Inrecent months, we have established a Committee of Parliamentary Assis- 
tants to investigate ways of stimulating the creation of more new firms. 

That committee has already produced results through the New Ventures 
loan guarantee program. New Ventures is expected to open up over $100 million 
a year in financing through private lenders. 

This will make a significant contnbution toward the formation of more than 
100,000 new companies expected in the next 12 months. These new firms, in 
turn, promise to create many more jobs for Ontarians. 

This government will continue to seek out new ways of stimulating the entre- 
preneurial abilities of the people of the province so that we may build a strong 
base for our future prosperity. 
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‘Hugh P. O’Neil 
Minister of Industry, 
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_Committee of Parliamentary Assistants for Small Business 
December 1, 1986 


_ The Honourable Hugh P. O’ Neil 
Minister 

Ministry of Industry, Trade 

and Technology 

8th Floor, Hearst Block 
Queen’s Park 

Toronto, Ontario 


Dear Mr. Minister: 


I have the honour and privilege of presenting to you the first annual report on 
The State of Small Business. This document contains important findings on the 
_ outstanding contributions of small business owners, their firms and employees 
to the economic prosperity of the province. 

The Committee of Parliamentary Assistants for Small Business is issuing this 
report to the Legislature to highlight the government’s achievements in support 
of small business. We are especially proud of the New Ventures program, which 
is making available guaranteed loans to help thousands of new businesses 
succeed. 

In addition to showing the exciting record of small business expansion and job 
creation, The State of Small Business sets forth concerns of the small business 
community. If we are to continue enjoying the benefits of dynamic, innovative, 
growing entrepreneurship, the government and all members of the Legislature 
must give due priority to enhancing Ontario’s business climate. With this goal in 
mind, it is a particular strength of the committee that all members are involved in 
ministries of the government that directly affect the interests of small business 
owners. 

On behalf of the committee, I thank you for the support and encouragement 
you and officials of your ministry have given us over the past year. 


Yours sincerely, 


Rick Ferraro, M.P.P. 

Chairman 

Committee of Parliamentary Assistants 
for Small Business 
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Report of the Committee of 
Parliamentary Assistants for Small 
Business 


This is our first report to the Ontario Legislature on the state of small 
/business in the province. It details the performance, concerns and 
priorities of the most dynamic segment of our economy — Ontario’s 
304,000 small business owners. 

The Committee of Parliamentary Assistants for Small Business, 
|appointed by the Premier and the Minister of Industry, Trade and Tech- 
nology in January, 1986, is issuing this public statement and annual 
‘report on small business in order to celebrate the achievements of 
Ontario’s entrepreneurs and raise the priority of small business con- 
cerns on the legislative agenda. 

The committee also wishes to report on its activities and achieve- 
‘ments toward fulfilling its mandate, announced in April, 1986, by the 
‘Mmnister of Industry, Trade and Technology. That mandate is: 


1. to demonstrate to the business community that the Ontario 
government has a positive, coordinated approach to small busi- 
ness owners; 


2. to consider existing programs for small business and ensure 
that they are effective, accessible and designed to provide maxi- 
mum benefit; 


3. to develop a process for reviewing existing regulation and 
screening new legislation and rules to make them as responsive 
as possible to the realities of doing business; 


4. to advise the government on new ideas and initiatives in support 
of small business. 


Shortly after the appointment of the committee, the minister 
announced that its chairman, Rick Ferraro, MPP (Wellington South), 
would be appointed to the position of Small Business Advocate. This 
appointment underlines the importance of advocacy in the mandate of 
the committee. It responds to the insistence of business owners that 
the government create a focus for the views of small business to be rep- 
resented effectively within the government. Mr. Ferraro and members 
of the committee have been identified as the point of access for groups 
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that wish to engage the government in dialogue on small business 
issues. 

Members of the committee are also working within their respec- 
tive ministries to improve the regulatory climate for small business. 
This is a main strength of the committee as its members represent key — 
ministries that affect the environment for entrepreneurship in Ontario. — 

The committee has a special responsibility to promote small busi- — 
ness to the public. This report documents the contribution of Ontario’s — 
304,000 business owners to job creation, innovation and economic 
opportunity. It shows how they are helping to provide a rising standard 
of living and directly affecting the livelihoods of four million Ontarians. 
Increased awareness of the importance of small business to our pros- 
perity will help build support for actions that are favourable to entrepre- 
neurship. This is a key strategy for developing and maintaining a 
favourable business climate in the province. 


Listening to Small Business Owners 


The first step the committee took as soon as its existence was 
announced was to listen to small business owners. Starting in April, 
1986, the committee began to meet with business groups. These 
included the Canadian Federation of Independent Business, the 
Canadian Organization of Small Business, the Ontario Chamber of 
Commerce, the Canadian Manufacturers’ Association, the Canadian 
Association of Women Executives and Entrepreneurs, the Canadian 
Association of Family Enterprise, the Retail Council of Canada, Tour- 
ism Ontario, the Ontario Trucking Association, the Board of Trade of 
Metropolitan Toronto, the Council of Ontario Contractors Association, 
the Insurance Brokers Association of Ontario, the Ontario Nursing 
Home Association and others. 

Listening to business was essential in order to understand the real 
concerns of the small business community. It was also important in 
order to set priorities for what the government should do for small busi- 
ness jointly with those affected. The committee also understood that 
consultation was part of its mandate to provide a point of contact and 
recognize small business owners as a highly legitimate interest group. 

Those meetings communicated vital messages to members of the 
committee. Business groups voiced their concerns about the relation- 
ship between business and the government in the province. There 
were searching questions about how the government’s legislative 
agenda would impact the cost and practices of doing business in 
Ontario. In particular, business owners spoke about impending legisla- 
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tion in areas of labour relations, employment standards and pay equity. 
They warned the government that the burden of taxation — and in par- 
ticular payroll taxes — was a powerful disincentive to investment and 
job creation. They pointed out serious problems of getting capital, 
especially equity financing, to start new firms and make established 
companies grow. 

In addition to the messages of concern, there was a heartening 
acceptance of the committee’s role and mandate. Business groups con- 
firmed that the government had acted wisely in setting up a unified point 
of access. They were willing to believe the committee could be useful 
and deserved their cooperation. 

The committee has found that it can serve as a channel to the gov- 
ermment for the small business community and help boost the voice of 
the small business owner in the hurly-burly of interest group competi- 
tion. The business owner as an individual can rarely take the time to 
participate in the process of government and yet the government inevit- 
ably looms large as a factor in the profitability and even survival of many 
‘small companies. While business associations play a crucial role in voic- 
ing the needs of their constituents, there are many instances when a 
voice inside the government can complement the organized business 
community. For one thing, new policy and legislation are often con- 
ceived and developed over a period of time prior to public debate. 

___ Committee members also perceived that they could help reconcile 
the broad public interest embodied in the government's policy direc- 
tions and the particular needs of the small business community. They 
discovered opportunities to advise the government on how and when 
new legislation would impact the business owner. In this way, the gov- 
emment could develop more sensitivity to the needs of small business 
and its capacity to change and adapt to new conditions. 


Achievements for Small Business 


Inits first year, the government has received wide approval for the way 
thas moved forward to fulfill its legislative and policy agenda. In addi- 
tion to achievements in fields such as health care, the environment, 
labour and the status of women, the government has put in place valu- 
able initiatives for economic growth. The Committee of Parliamentary 
Assistants for Small Business has played a part in some of the most 
‘mportant measures in support of Ontario’s entrepreneurs. 

The first major achievement of the committee was the New Ven- 
‘ures program. The committee understood immediately the critical 
oroblem of raising more investment capital to start new companies and 


began early last winter to map out a strategic response. The result, 
New Ventures guaranteed loans, available from private lenders at more © 
than 1,500 local branches across the province, is a revolutionary devel- | 
opment in government assistance to business. Armed with the provin- 
cial guarantee, the business owner who has a good idea, solid know- | 
ledge of the market and a well formulated business plan can obtain start- | 
up financing to match his or her own stake in the new company up to 
$15,000. A key element of New Ventures is its direct delivery by finan- | 
cial institutions. The committee hopes that New Ventures will encour- 
age more financial institutions to provide commercial credit to small 
businesses. 

_ The committee developed this proposal in close consultation with 
the business community. The Treasurer of Ontario, the Honourable 
Robert Nixon, made New Ventures a feature of the 1986 Ontario : 
Budget. New Ventures will, in its first full year of operation, guarantee ~ 
loans to 7,000 new businesses and stimulate more than $100 million of 
new small business lending in the province. The employment dividends | 
to Ontario will be large, creating jobs for more than 20,000 people. 

The government has also teamed up in support of small business © 
with the Ontario Chamber of Commerce. The government and the 
Chamber are collaborating to establish the Computerized Ontario 
Investment Network (COIN). The network will match investors and 
business owners across the province, improving the placement of [ 
investment capital. The Chamber is responsible for developing COIN, 
and the government is lending support for promoting the programand | 
providing advice and counsel services to participants. 

On May 26, 1986, the committee and ministry officials briefed the 
government caucus on small business in Ontario. The committee 
mapped out its priorities and the exciting opportunities for the govern- 
ment to move forward in the small business field. Members of the gov- 
ernment caucus were enthusiastic in support of the committee’s | 
approach and confident that support of small business would create jobs ° 
and strengthen Ontario’s economy. 

The committee has linked up with like-minded groups in other 
provinces and at the federal level as well. Mr. Ferraro met with the 
chairman of Manitoba’s legislative committee for small business and ini- | 
tiated an exchange of information. Similarly, ideas from Quebec’s task 
force on regulatory reform have been embodied in the committee’s 
work program. The committee has supported federal initiatives to pro- | 
mote community-based investment such as changes in Registered | 
Retirement Savings Plan rules to permit investment in small business. _ 
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Ontario is working with the federal Small Business Secretariat to pro- 
mote the opportunities to raise equity capital through such new tax 
provisions. 

As members of the legislature, we have considered how MPPs can 
assist constituents who may want to start a business or get manage- 
ment assistance through the government’s advice and counsel pro- 
grams. At the committee’s suggestion, the Ministry of Industry, Trade 
and Technology has provided a selection of small business literature to 
all members of the legislature in a convenient display rack for constitu- 
ency offices. These racks contain vital information on starting a busi- 
ness, financing sources and educational seminars and publications 
available to business owners and new entrepreneurs. 

The government’s small business initiatives, especially New Ven- 
tures, have stimulated a strong response from the public. The toll-free 
Small Business Hotline now averages 340 calls a day. The hotline pro- 
vides a central access point for information on government programs, 
rules and regulations. Operators answer entrepreneurs’ basic ques- 
tions and refer callers to the appropriate agency for detailed 
information. 

Among the leading issues on the government’s agenda in the past 
year were several that have strong implications for the small business 
community. The committee has been quick to express its views on 
them. Committee members briefed the Minister of Consumer and 
Commercial Relations on the importance to small business of the legis- 
lation to permit independent grocery stores to sell beer and wine. The 
committee has monitored the formulation of legislation to implement 
the government’s promise of equal pay for work of equal value in the 
private sector. Several business groups have approached the commit- 
tee on the question of hours of work and overtime. The Minister of 
Industry, Trade and Technology has asked the Committee of Parliamen- 
tary Assistants to consider the federal government’s study of regulation 
and paper burden as it affects Ontario small business and report ona 
comprehensive strategy for reform. 

As members of the legislature, committee members have worked 
on other issues important to small business owners. For example, the 
legislative committee on economic policy has studied the question of 
free trade with the United States. Another member of the committee, 
Steven Offer, MPP (Mississauga), has been appointed to chair the gov- 
ermment’s review of liquor regulations. In all these endeavors, mem- 
bers are consulting with their colleagues and taking the impact on small 
business owners into account. 
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In order to make wise decisions and advise the government com- 
petently on issues affecting small business, the committee has adopted 
a research program to provide the best available information on small 
business and its economic environment. Initial results of these efforts 
are contained in this report on small business. Future reports will con- 
vey more extensive information on the performance of small business, 
its leading concerns and the prospects for growth. 

In all of these efforts, the Committee of Parliamentary Assistants 
has received strong support from officials of the Ministry of Industry, 
Trade and Technology. The result has been very effective work on 
behalf of the small business owners of the province. 


Highlights of the First Annual Report on Small Business 


While the report on small business deserves detailed study, members 


of the committee want to highlight key findings for members of the leg- | 


islature and the public. These findings establish a new frame of refer- 
ence for understanding small business and the Ontario economy. 


1. Small business is a mass phenomenon. There are 304,000 small 


business owners in Ontario and most of them — over 90 per- 
cent — have fewer than 20 employees. 


2. Small business continues to be the most dynamic source ofjob | 
creation. Eighty-two percent of all net new jobs in Ontario came 


from small business and the majority of those from the forma- 
tion of new companies. The province’s small service sector 
businesses accounted for over two-thirds of the net job gain. 


3. Ontario is experiencing a rising wave of new business forma- 
tion. In the past year, 99,000 new companies were formed in 
the province, and the annual rate is constantly rising. 


4. The dynamic performance of start-up companies is not matched 
by growth to medium size. Policymakers must turn their atten- 
tion to how more companies can make the transition from small 
to medium size and reach a scale of national and international 
competitiveness. 


9. The participation of women and young people as small business | 


owners is increasing significantly. Nearly a quarter of Ontario 


businesses are now owned by women. Young people under the 


age of 30 now account for over 40 percent of business starts. 


6. Ontario has a very positive business climate, to all indications 
the most favourable in Canada. 
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The Small Business Challenge 


After nearly a year of listening to small business owners, the committee 
is sensitive to the needs of small businesses. Above all, small business 
owners want and need a positive business climate. Rather than seeking 
subsidies or special privileges, business owners want an environment 
that lets them achieve their full potential. That means an environment in 
which the drag of excessive regulation is kept to a minimum. It means 
running a lean and efficient government so that the entrepreneur car- 
ries the lowest possible tax burden. It means public recognition of 
enterprise and expressions of esteem for the social value of the entre- 
preneur. As George Gilder wrote in The Spirit of Enterprise, ‘‘Society is 
always in debt to the entrepreneurs who sustain it and rarely consume 
by themselves more than the smallest share of what they give 

society. ””! 

More specifically, a positive business climate consists of conditions 
favourable to investment. That requires that investors have reasonable 
expectations of profit commensurate with risk. It requires a degree of 
stability in taxation and regulation so that business owners and inves- 
tors can act with reasonable certainty about the rules of the game. 

New policies and legislation should take into account the special 
needs of the small business owner, especially businesses at the vulner- 
able stage of start-up when money is scarce and time to prepare for 
business ownership is at a premium. The government must also con- 
stantly bear in mind the severely limited resources of the small firm to 
comply with laws and regulations. Wherever possible, the demands a 
government places on the small firm should be simpler, cheaper and 
clearer than for business in general. All of the bugs should be worked 
out of legislation before it is applied to the small company. 

The committee calls to the attention of the legislature the chal- 
lenges of the year ahead in shaping a business climate friendly to small 
firms. The first challenge is to commit ourselves to making progress 
with sensitivity to the trade-offs between goals in labour and social leg- 
islation, the environment, health care and so on and the particular costs 
nad burdens of compliance that fall on the small business owner. Sec- 
ondly, the government should reform the process of legislation and reg- 
dlation with procedures for early notice, regulatory flexibility and small 
dusiness impact studies. Thirdly, in concert with the federal govern- 
ment, Ontario should reinforce initiatives already in place for commu- 
ity based financing of small business. Finally, the government should 
‘make small business a central element of regional development 
strategy. 
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We are convinced that small business owners are making an enof- 
mous contribution to Ontario’s development and prosperity. Their val- 
ues, talents and energies are helping us move toward the province’ full 
potential. Most importantly, entrepreneurs and small business owners 
are a precious resource found in every community and region. To fully 
liberate and benefit from that resource, the government will be called — 
on to act on the challenges set out in this report. We are hopeful that the 
government and members of the legislature will continue torespond 
with faith in Ontario’s small business community. 


1George Gilder, The Spint of Enterprise, Simon and Schuster, 1984, p. 17. 
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Executive Summary 


The Canadian small business sector is often defined as those firms with 
1p to $2 million in annual sales or employing fewer than 50 employees. 
By this definition, some 750,000 small businesses account for 96 per- 
ent of all Canadian firms, and, although the majority of them employ 
ewer than 20 people, they account for 26 percent of all employment. 
Between 1978 and 1984, they accounted for 96 percent of the net new 
ob creation across the country. 


+mployment and Job Creation 


3etween 1978 and 1982, firms with fewer than five employees 
iccounted for 96.5 percent of all jobs created in the Canadian private 
‘ector. During the same period, companies employing fewer than 20 
‘mployees accounted for 90 percent of net new job creation. These 
Itra-small firms are the source of most new business start-ups. Start- 
lp companies created 40 percent of all new job opportunities in Canada 
rom 1978 to 1982, demonstrating their crucial actual and potential 
mpact on wealth creation and the reduction of current unemployment 
avels. 

In 1982, Ontario enjoyed 38.9 percent of Canada’s employment. In 
hat year, Ontario’s private sector employment growth rates did not 
qual the national average. Ontario’s manufacturing sector is propor- 
ionately larger than those of other provinces, making it more suscepti- 
le to economic vicissitudes, and the relative size and previous vigor of 
)ntario’s economy made the continuance of sizeable year-on-year 
mployment gains difficult to maintain. 

By 1984, in a burst of economic energy, Ontario was well into the 
ost-recession expansion. From 1978 to 1984, 393,000 new jobs were 
reated in the province, almost half of the increase in employment 
cross Canada. Small firms with fewer than 20 employees accounted for 
4 percent of the new jobs for Ontarians in that six year period. 
tario’s definition of a small business is one employing fewer than 100 
iorkers. 

In 1985, Ontarians formed 99,000 new businesses, of which 
3,800 were firms hiring additional employees beyond the owner. They 
reated over 180,000 new job opportunities and generated $500 million 
(new investment. 
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Sectoral Distribution of Small Business 


Of the 304,000 small businesses in Ontario, 92 percent of them are in 
the service sector, seven percent in manufacturing and one percent in 
natural resources. They account for 98 percent of all companies and 50 
percent of private sector employment in Ontanio. 

Ontario accounts for 34 percent of all manufacturing Se tahiShieeae 
in Canada, over 60 percent of Canada’s manufacturing sales and 52 per-| | 
cent of Canadian employment in manufacturing. | 

In the tertiary sector of the Canadian economy (those companies 
that are not members of the manufacturing or resource industries), the - 
vast majority of firms are small businesses. They are especially domi- 
nant in the service, construction and finance sectors. It is because of 
these demographics that small businesses have played such a pivotal 
role in fuelling Canada’s recent economic performance. 

Small businesses that provide services to other businesses are one 
of the fastest growth sectors of the economy. In the last 10 years, the 
number of staff employed in these firms has grown by 67.8 percent 
(297,000 to 498,000), more than three times the national average of 
19.4 percent. This sector includes, among others, accounting, adver- . 
tising, architecture, computer services, employment agencies, engi- 
neering and scientific services, law, management and business 
counselling, security and investigation, and miscellaneous services to — 
business management. The driving force behind this phenomenon is 
the ‘‘demassing’”’ of major corporations and the tendency to “‘functiona 
externalization.’’ This term refers to the growing practice oflarger 
companies to subcontract their service functions as well as many sup- 
port activities to outside specialists. | 


Youth 


| 
Small businesses employ disproportionate numbers of Canada’s youth., 
Although 52 percent of employed Canadians work in medium and large 
companies, these firms only provide employment to 30 percent of thos 
under 25 years of age. Small businesses, on the other hand, account fo! 
only 48 percent of totalemployment but employ 70 percent of young 
Canadians. Young Canadians are also turning to entrepreneurship and ~ 
new business start-ups as a viable alternative to traditional employmen — 
and, in some cases, economic inactivity. b 
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3irths, Deaths, Contractions and Expansions of Small 
3usinesses 


New corporations approximate 15 percent of the number of corpora- 
ions on record for an immediately previous period. This growth rate is 
‘xceptionally high when compared with, for example, the United States 
nd Europe. Two new corporations are started for each one that ceases 
jusiness or is discontinued, yielding a net increase of 7.5 percent in the 
umber of firms. 

During 1985, some five percent more businesses were formed 

han were closed. Business deaths were at a record low of 5.8 percent 
cross Canada compared to 7.4 percent in 1984. Ontario’s performance 
2d the nation. For firms employing fewer than five employees, the 65.4 
vercent growth in employment between 1978 and 1982 was more a 
esult of births and deaths than expansion and contraction of firms. Of 
he 400,167 net jobs created in 1982 by firms with fewer than five 
smployees, 402,291 jobs were the result of new businesses and 

'64,549 jobs were created by the expansion of existing firms. Death or 
ontraction of firms caused the loss of 180,491 and 86,182 jobs respec- 
ively. The closure of firms with more than five employees caused the 
»ss of more jobs than were created by new start-ups, but the expansion 
if existing firms caused a net increase in employment. 


Jemographics of Small Businesses and Their Owners 


n Ontario, 77 percent of the new business owners are males, 23 per- 
ent are females; 48.4 percent of the owners are between 30 and 50 
ears old, only 6.1 percent are over 50 and the rest, 45.5 percent, are 
nder 30. 

Forty percent of male and 43 percent of female new business own- 
rs in Ontario have high school education, and 32 percent of women and 
'8 percent of men starting new businesses have completed a university 
evel education. Also, the parents of female small business owners — 
varticularly their fathers — are more highly educated than the general 
‘opulace. The majority of female small business owners come from 
uddle class families and have university degrees. 

A recent Canadian study found that nearly 60 percent of inventor/ 
ntrepreneurs and founders of technologically based companies had 
niversity degrees and that most of them had assumed managerial roles 
i large corporations after graduating, the majority starting their busi- 
esses between the ages of 35 and 40. They tended to establish new 
usinesses in fields in which they had previous experience. 
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The Franchising Phenomenon 


Franchising is leading the expansion of the small business sector. Esti- 
mated total sales of Canadian franchised units in 1985 was nearly $50 
billion — over one third of total Canadian retail sales. Between 1981 
and 1984, franchises averaged annual sales growth of 15 percent com- 
pared to 7.7 percent for the retail sales sector as a whole and total GNP 
growth of 7.4 percent. Fifty-three percent of all franchise units and 47 
percent of franchised sales are located in Ontario. Quebec ranks next 
with 13 percent and 27 percent respectively. Sixty-one percent of all 
franchisors’ head offices are located in Ontario, with B.C. claiming the 
next largest proportion of head offices with 13 percent. 
A sample of franchisors accounting for 10 percent of Canadian fran- 
chise sales expect revenues to increase by a further 50 percent 
between 1985 and 1989 compared to a projected 35 percent increase 
for the total retail sector and a 28 percent growth for total GNP during 
the same period. 


Women Small Business Owners 


Female owners of small businesses tend to avoid those sectors that 
have traditionally been male-dominated, such as manufacturing, choos- 
ing instead the service sector. The service sector is favored by 66.1 
percent of female owners of new businesses; 29.8 percent start retail 
firms and 4.1 percent start manufacturing businesses. Women are less | 
likely to start service businesses and more likely to start retail busi- | 
nesses than are men. 


Profitability of Small Businesses 


While the smaller firms create the majority of new jobs, their financial 
results are not commensurate. Almost 60 percent of small firms fall out- 
side “‘normal’’ rates of return on assets (0 to 16 percent), while only 23. 
percent of large firms do so. 

A contributing factor to the poor profit performance of the small 
business sector has been the rising level and cost of debt. The interest 
burden (calculated as interest/profit before tax) has grown for compa- 
nies of all sizes. From 1979 to 1984, the interest burden for large com- 
panies grew from 20 percent to 42 percent. However, among small and | 
medium sized firms, the interest burden grew from 35 percent to 62 
percent during the same period. The interest burden of small firms has. 
been some 50 percent higher than the large company experience, but 
their profits have only been one-fifth and their profit margins one- -third — 
of those of the large firms. : 
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| 
Financing Small Businesses 


The structure of small firms’ balance sheets is far more likely to be 
characterized by short term liabilities than is that of larger companies. 
Smallest firms have a ratio of 55 percent liabilities to 45 percent equity 
while large firms have a ratio of 41 percent liabilities to 59 percent 
equity. These balances between liabilities and equity are aggravated by 
the relationship between short and long term debt. Small firms carry 41 
percent short term and 14 percent long term debt whereas larger cor- 
porations have only 19 percent of their financing in short term debt. 
__ Ofthe estimated 750,000 small businesses in Canada, 86.2 percent 
use a chartered bank as their primary source of financing and 78.1 per- 
cent bank with one of the “‘big five.’’ At the end of the third quarter of 
1985, the chartered banks reported $15.9 billion in loans outstanding to 
small businesses (an increase of $2 billion or 13 percent since 1982). 
Government guaranteed loans made up about 10 percent of the banks’ 
small business loan portfolio. Small business and the major banks enjoy 
arelationship that is very important to both parties; indeed, loans to 
small business represent almost 25 percent of the banks’ total lending 
vortfolio. 
___ The average start-up funding of new firms in Ontario is $25,000, 
and personal investment accounts for 68 percent of this amount for 
ncorporated owners and 73 percent for unincorporated owners. The 
owners of incorporated firms invest more in their new businesses than 
che owners of unincorporated ones. 

Nearly half of the owners of firms have no need of additional financ- 
ng and two-fifths of owners need additional capital and are successful in 


»btaining it while just over one in 10 need additional funding and fail to 
ybtain it. 


sovernment Financing Programs 


)ntario’s Small Business Development Corporation (S.B.D.C.) pro- 
‘ram is well received by participants and is lauded by major small busi- 
‘ess organizations. An important contributing factor to its success is 
he efficient administration by the Ministry of Revenue. Ontario’s . 
xample has encouraged the establishment of S.B.D.C. programs in 
everal other provincial jurisdictions. 

The program could be strengthened by greater access to direct 
quity investment if the minimum capitalization levels were reduced 
“om $100,000 to $50,000 across the board. 

Further benefits might be achieved by broadening the eligibility to 
iclude the service sector. The job creating power of the small service 
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companies is evidenced by the growth of the Canadian business service 
sector from 23,000 firms in 1976 to about 42,000 in 1982, and the pro- — 
portion of new jobs these firms created was even greater. Service com- | 
panies as a whole provided 55 new jobs for every million dollars of new | 
sales compared to 70 in retail trade and 28 in manufacturing. This sector’ 
represents a strong opportunity for the government to encourage job 
creation in Ontario. 

The average amount borrowed by each Small Business Loans Act ¥ 
applicant has risen from $8,909 in 1961 to $26,766 in 1983, and the 
number of borrowers has grown from 8,368 to 25,820 over the same 
period. | 
Forty percent of loans made under the aegis of the Small Business. 
Loans Act are made to start-up companies compared to only 19 percent) 
of regular high-risk company bank loans. The $.B.L.A. program results 
in a significant volume of term loans to small business that would not | 
have been made if the program had not existed. As many as 50 percent | 
of allS.B.L.A. borrowers may have obtained other financing to supple- 
ment their S.B.L.A. loans. Many loan recipients are young firmsor 
firms with new owners, less experienced management or firms unable | 
to offer high levels of collateral support. S.B.L.A. recipients reduce 
their borrowing costs by an average of between 75 and 112 basis points 
enabling small businesses to obtain extended loan repayment terms. 

The Ontario government has recently introduced a new program, 
the New Ventures program, which will guarantee loans of up to $15,001 
to small businesses from private sector lenders. | 

The deregulation of the securities and loan and trust industries, _ 
along with increased flexibility for pension fund operators, may provide 
even more financing opportunities for existing and prospective small | 
business owners. 


Developing Management Skills i 
Financial assistance provided by the government in Ontario is comple- | | 
mented by a wide variety of activities addressing the needs of small 
business owners for improved management skills andinformation. 

Federal services are provided ona fee-for-service basis directly _ 
through the Federal Business Development Bank (FBDB) and its wide - 
network of CASE (Counselling Assistance to Small Enterprise) coun- i 
sellors across the province. 

Provincial services focus on the new small business or the individ: 
ual about to start. Stressing basic planning skills on the understanding | 
that better preparation will lead to greater success, the Ministry of 
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ndustry, Trade and Technology’s Small Business Branch, in cO-opera- 
ion with 18 Domestic Field Offices across Ontario, conducts more than 
200 seminars per year, distributes more than 100,000 pieces of self- 
1elp literature, directly counsels new and established small business 
ind subsidizes the delivery of advisory services by 30 local agencies. 
The increasing demand for assistance in new business planning and 
nanagement skills development is reflected in the attendance of more 
han 5,000 individuals at provincially sponsored seminars in 1985, the 
ncrease in enquiries of MITT’s Small Business Hotline to an annual 
ate of 85,000 and the voluntary registration of more than 16,000 indi- 


riduals across Ontario as advisory service clients of the Small Business 
3ranch. 


»mall Business and Government Policy 


The federal government has recognized that ‘‘... small business is the 
“ngine of economic growth.’’ Statistics Canada recently estimated that 
»etween 1974 and 1984, the small business sector accounted for 82 
_ercent of new job creation in Ontario, large companies accounted for 
“even percent of job creation and medium sized firms made up 11 per- 
‘ent of the gain in net new jobs. Small business in Ontario accounted for 
pproximately 48 percent of all private sector employment in 1982. 
The employment effects obtained by stimulating small business 
idustries are 70 percent greater than those that result from the stimu- 
ition of larger companies. An important policy objective of the Ontario 
overnment is the fostering of a climate that will be sympathetic to the 
reation of start-up opportunities for women and young persons wishing 
) start new businesses. 
In the area of public policy action, it is estimated that in 1985, the 
mall Business Branch of the Ministry of Industry, Trade and Technol- 
gy identified and advocated on issues that will have beneficial effects 
| n small business in Ontario worth over $500 million over the next four 
-2ars. 


—egulation and Deregulation 


| Wwenty Ontario ministries have either a supportive or regulatory rela- 
_ nship with small business in the province; 27 federal departments and 
-_Jencies tax, license, regulate or assist these firms; municipal govern- 
| ent agencies and departments add a further level of government inter- 
ce to the small business sector. 

Nearly half of a recently surveyed sample of newly established 
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small businesses in Ontario ranked ‘‘government paperwork’ as their 
number two problem (behind ‘‘profitability’’ [60 percent] and ahead of - 
“finding customers’ [45 percent]). Paperwork was the number one — 
issue for all recently registered small business owners who employed 
staff, with 58 percent of them citing this as a major concern. While | 
recently incorporated firms in Ontario spend 10 hours a week filling out. 
government forms (7.5 hours in unincorporated firms), only 2.3 hours | 
is devoted to this chore by the owners, the balance being undertaken by 
employees. | 

In 95 percent of cases, small businesses complied with economic 
regulations, initially absorbing the costs of compliance. Only 25 percent 
pass these costs on to their customers. Between one quarter and three 
quarters of the costs are passed on by 15 percent of the small busi- 
nesses while 10 percent discontinue or avoid the line of business 
affected. 
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Introduction 


2, 2.1 The Environment for Small Business 


small business maintains its momentum even when the economy fal- 
ers. Since small firms are often closer to the market and more flexible, 
hey can respond quickly to changing market and economic conditions 
ind, as a result, they are often the leaders in innovation. 

| Small businesses facilitate the structural shifts necessary in cost- 
vush and demand-pull inflationary market conditions by adapting their 
‘ost structures and meeting changing consumer demands more rapidly 
han large companies. Their weak market positions and their lower lev- 
‘Is of capitalization make these flexibilities an imperative for their 
“urvival. 

The growth of small business in Canada can be seen in Tables 2.1.1 
1.5... 

There are 304,000 small businesses in Ontario, 92 percent of them 
the service sector, seven percent in manufacturing and one percent 
natural resources. These small businesses account for 98 percent of 
llcompanies and 50 percent of private sector employment in Ontario. 
‘his is shown graphically in Chart 2.1.1. 


hart 2.1.1 Small Business in Ontario by Sector, 1985 
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Chart 2.1.2 Ontario Businesses by Number of Employees, 1985 
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Ontario had 308,759 registered businesses in 1985 


Chart 2.1.2 depicts the distribution of Ontario businesses by num- 
ber of employees in 1985. The small business section, defined as those | 
with fewer than 100 employees, accounted for over 98 percent of firms. 

In 1985, Ontarians formed 99,000 new businesses of which 33,800 ° 
were firms hiring employees. They created over 180,000 new job 
opportunities and generated $500 million in new investment. Chart 
2.1.3 shows the formation of new companies from 1975 to 1985. 

The job creation capability of small business has become a dynamic 
social and economic instrument, and owners and operators of small | 
businesses are more a mass movement than a passing phenomenon. 
This first edition of the Annual Report on Small Business in Ontario 
seeks to build on the current momentum of public awareness and sup- 
port for innovators and entrepreneurs in particular, and the small busi-_. 
ness community in general, throughout the province. It is hoped that 
decision makers, policy makers and researchers will find the Annual 
Report on Small Business in Ontario a useful source of current data and’ 
of the latest knowledge and thinking concerning small business per- 
formance in Ontario. 
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vhart 2.1.3 New Business Formations, Ontario, 1975-1985 
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Jntario’s Business Climate 


Che year 1985 represented the fourth consecutive year of economic 
‘xpansion for Canada. More jobs, stable inflation rates and lower inter- 
sst rates have helped to propel the strongest consumer boom in 10 
rears. Lower rates for auto financing and postponed purchases from the 
arly eighties helped the auto industry to post sales of approximately 
..1 million units. This optimism was given further support by the 
lanned construction of major new auto manufacturing facilities in 
Jntario. 

For similar reasons, unit housing sales enjoyed a corresponding 
esurgence. Consumer borrowing, household credit and residential 
nortgage levels were well below the record peaks reached in the late 
970s, and an increasing level of new business start-ups was fuelled by 
he higher personal savings available. With gross domestic output up 
.4 percent for the year and a more restrained but nevertheless healthy 
orecast of three percent growth for 1986, small business was pre- 
ented with a positive economic environment for the following year. 
able 2.1.6 compares the Ontario, Canadian and U.S. economies over 
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| the 1984 to 1986 period, while Table 2.1.7 expresses how Ontarians 
feel about the business climate. 


2.2 The Defimtion of Small Business 


Researchers, academics, policy makers and others interested in the 
field of small business have long been plagued by the continuing lack of a 
universally recognized definition of ‘‘small business.’’ The problem of 
definition is further complicated when considering the eligibility of small 
| firms wishing to access government programs. For example, under the 
‘Small Business Loans Act, a small business loan is only available to 
those companies enjoying revenues of less than $2 million, but lower 
corporation tax rates are available to businesses on their first $200,000 
in annual taxable income where their cumulative deduction account bal- 
ance is under $1 million. 

For the purposes of statistical analysis, in Canada and many other 
countries, business size is usually defined by measuring the value of 
assets, annual pre-tax income, annual sales or the number of employ- 
ees, the latter two being the most frequently cited. The Small Business 
Branch of the Ontario Ministry of Industry, Trade and Technology 
describes small businesses as all those employing fewer than 100 
workers. 

Since 1977, the Small Business Secretariat, in conjunction with 
Statistics Canada, has used the format in Table 2.2.1 for the purposes of 
statistical analysis of Canadian businesses. 


Table 2.2.1 Small Business Definition by Sales Volume 


Firm class Annual sales ($ millions) 
Small less than 2 

Medium 2 to 20 

Large over 20 
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Where employment levels are used to define business size, the dif- 
ference between the more labour intensive service sector and the more 
capital intensive manufacturing sector is often recognized, as shown by 
the definition in Table 2.2.2. 


Table 2.2.2 Small Business Definition by Number of Employees 


Sector Firm class Number of employees 
Manufacturing Small fewer than 100 
Medium 100-300 
Large more than 300 
Service Small fewer than 50 
Medium 50-200 
Large over 200 


The U.S. Small Business Administration classifies small firms as 
those employing fewer than 500 people. 

The definition debate will be resolved elsewhere, but it is raised 
here to alert the reader to the varying definitions of small business 
used. The reader is advised to ascertain which benchmark is being used | 
when references are made to firm size and whenever charts or tables 
are presented. 

Another definitional issue arises out of the tendency to confuse the 
term ‘‘entrepreneur’’ with ‘‘small business owner,’”’ the two often 
being used interchangeably. Small business is defined above. An | 
‘“‘entrepreneur’’ may be considered to be ‘‘...a person who combines © 
risk, innovation, leadership, artistry, skill and craftsmanship into a foun- 
dation upon which to build and motivate a team. This group of human 
beings, Sometimes previously unknown to each other, evolves into a 
new enterpnise.’’® 

. Many small business owners have no pretentions to great personal 
achievement, innovation or creativity, all essential characteristics of the 
entrepreneur. They may simply prefer to work for themselves, or they 
may have been unsuccessful in finding an alternative, suitable career, 
and yet others may prefer the lifestyle offered by self-employment. 
Sections 5.3 and 7.2 elaborate on some of these reasons. In Section 
LZ, for example, research suggests that some women start new busi- 
nesses in order to escape from what they perceive to be their clerical 
ghettos. This may or may not result in the creation of an entrepre- 
neunial enterprise, but entrepreneurship in itself may not be the driving 
force behind the firm’s inception. | 


a ee 
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Joseph Schumpeter, the celebrated Austrian economist, who spent 
nuch of his academic career at Harvard and whose research helped to 
yopularize our modern concept of the entrepreneur, pointed out that 
ntrepreneurs differentiate themselves from others by ‘‘carrying out 
1ew combinations ’’ of productive forces or enterprises. The entrepre- 
leur, Schumpeter argued, functions as an agent of change in an other- 
vise repetitive social economy. Entrepreneurs, he surmised, did things 
hat were often already being done in new and innovative ways by defin- 
ag (1) new products or services, (2) new methods of production, 

3) new markets, (4) new sources of supply or (5) new forms of 
rganization.°® 

Thus, when we look at small business owners, we are not neces- 
arily studying entrepreneurs (nor inventors, who fall into yet another 
ategory). 
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The Job Creation Record of 
small Business 


3.1 Job Creation tn the United States 


The remarkable transformation of the United States from a managerial 
‘o an entrepreneurial economy is being repeated in Canada. It is result- 
ng in record levels of job creation in both countries. 

_ Between 1970 and 1980, small businesses in the United States cre- 
ited 20 million new jobs. Between 1981 and 1984, three million jobs 
were lost by the “‘Fortune 500’’ companies, while firms that were 10 
years old or less contributed 750,000 new jobs and employment for one 
‘million additional people. The additional 250,000 jobs are a result of a 
‘nultiplier or nipple effect. Excluding the agricultural sector, some 6.4 
million jobs were created in the U.S. economy between 1982 and 1984. 

__ The dynamic changes of the period 1976 to 1982 are shown in 

Table 3.1.1 and in Chart 3.1.1. Although large businesses increased 
heir workforces by 5.3 percent in this period, the small businesses out- 
yaced them two to one by adding 11.4 percent more jobs.! 

_ Our experience in Canada parallels that of the United States, 

where the majority of net new jobs were created by firms employing 
\ewer than 50 people between 1976 and 1982. 


Chart 3.1.1 Net Job Creation by Size of Firm, United States, 
1976-1982? 
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3.2 Job Creation in Canada 


[he creation of employment that adds dignity to the individual and value 
0 the community has long been a social and economic imperium of 
Canadian policy makers at every level. The White Paper on Employ- 
nent and Income in April, 1945, referred to the aspiration of providing a 
‘_ high and stable level of employment and income’’ for Canadians. In 
those days, nearly five million of Canada’s 12 million citizens were 
=mployed, compared to 3.7 million prior to the war. 


Between 1945 and 1955, unemployment averaged 3.2 percent, 
moving up to an average of five percent in the years preceding the oil 
crisis of 1973. Except for 1958, when employment shrank through the 
oss of 25,000 jobs, the numbers of Canadians employed grew every 
year until the 1981 recession. Canada’s job creation record exceeded 
that of any other industrial nation between 1972 and 1982, with the cre- 
ation of 2.3 million new jobs, a cumulative increase of 27 percent. 


The 1981 recession heralded the end of this enviable record anda 
painful reappraisal of conventional wisdom concerning the sources of 
employment and job creation. In 1982 alone, 350,000 jobs were lost. 
The Keynesian pump-priming policies and programs previously used so 
successfully by federal and provincial governments appeared to be 
ineffectual. 


The federal government has recognized that “‘... small business is 
the engine of economic growth.’’4 The Canadian small business sector 
is often defined as those firms with up to $2 million in annual sales 
and /or employing fewer than 50 employees. By this definition, some 
750,000 small businesses account for 96 percent of all Canadian firms 
and, although the majority of them employ fewer than 20 people, they 
account for 26 percent of all employment. Between 1978 and 1984, 
they accounted for 96 percent of the net new job creation across the 
country. The 1978 to 1984 period is highlighted in Chart 3.2.1. 


This is a worldwide trend that has impacted strongly on Canada. 
Between 1978 and 1982, firms with fewer than five employees 
accounted for 96.5 percent of all jobs created in the private sector.° 
Start-up companies created 40 percent of all new job opportunities in 
Canada from 1978 to 1982, demonstrating the crucial actual and poten- 
tial impact they make on wealth creation and the reduction of current 
unemployment levels. 


For Canada’s youth, small businesses are a rich source of job 
opportunities. Although 52 percent of employed Canadians work in 
medium and large companies, these firms only provide employment to 
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Chart 3.2.1 Net Job Creation by Size of Firm, Canada, 1978-19&4° 
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30 percent of those under 25 years of age. Small businesses, on the . 


other hand, account for only 48 percent of total employment but employ 
70 percent of young Canadians. More and more young Canadians are | 
turning to entrepreneurship and new business start-ups as a viable 

alternative to traditional employment and, in some cases, economic | 
inactivity. Chart 3.2.2 shows where Ontario’s youth is employed. : 

The service industries produced the majority of the new jobs dur- — 
ing the years 1978 to 1982, with business services and community 
services producing 16.6 percent and 14.8 percent of the new jobs | 
respectively. Firms with fewer than five employees experienced 
employment increases of 65.4 percent, while firms with 20 to fewer 
than 100 employees and 100 to fewer than 200 employees experienced 
declines in the levels of paid employment of 1.7 percent and 0.5 percen’ 
respectively. 

Notable employment growth took place in public administration, 
mining and manufacturing firms with fewer than five employees, where 
increases in employment were experienced of 206.4 percent, 182.0 
percent and 110.4 percent respectively. Although the manufacturing 
sector experienced a decline in the level of paid employment of 3.6 per’ 
cent during this period, companies with fewer than 20 employees regis; 
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‘hart 3.2.2 Jobs for Youth in Ontario, 1984 (percent)’ 


Small enterprise 
Small enterprise 


Medium/ large Medium/large 


Total employment Youth employment 


Ped healthy gains. The proportion of the total employment i in firms 
‘ith fewer than five employees grew from 7.8 percent in 1982 to 10.9 
ercent in 1984. Tables 3.2.1 and 3.2.2 look at both net employment 
hange and percentage share of job creation by size of company. 

__ Firms with fewer than 20 employees created 53.5 percent of all 
ew jobs in Canada between 1982 and 1984. Once again, the business 
ervice sector was a major job generator, with firms with fewer than 
ve employees accounting for 17.1 percent of the new jobs created and 
imilar sized retail companies creating 12.3 percent of the increase in 
aid employment. 

The positive employment picture in small businesses continues 
yday. A recent survey of Canadian Federation of Independent Busi- 
ess (CFIB) members indicates that in 1986, 25.4 percent of those sur- 
eyed planned to expand their workforces, 5.2 percent planned 
ployment cutbacks and 64.4 percent planned to remain at current 
Jaffing levels.* 
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3.3 Job Creation in Ontano 


In 1982, Ontario enjoyed 38.9 percent of Canada’s employment. In tha 
year, Ontario’s private sector employment growth rates did not equal 
the national average, as shown in Table 3.3.1.9 Ontario’s manufacturin, 
sector is proportionately larger than other provinces, making it more 
susceptible to economic vicissitudes, and the relative size and previous 
vigour of Ontario’s economy made the continuance of sizeable year-on 
year employment gains difficult to maintain. 

Though Ontario’s growth in employment from 1978 through 1982 
was marginally below the country’s average, this picture has since 
improved. A study of CFIB members suggests that the flow of jobs 
from Ontario to the West has ended. The highest proportion of those 
small business firms expecting to increase their employment in 1986 
was recorded by Ontario (28 percent), compared to Alberta (23.1 per- 
cent) and British Columbia (22 percent). The national average was 
Zo14 Percent. 

Ontario also led in the proportion of CFIB members planning 
increases in capital investment (35.7 percent) and investment in work- 
ing capital (32.8 percent). The national averages were 31.6 percent an 
29 percent respectively. ! 

The service sector was a particularly strong performer. It in- 
creased its share of Ontario’s net domestic product from 50 percent in 
1972 to 62 percent in 1983 and generated 40 percent of all of the new 
jobs created in Ontario from 1974 to 1982. From 1974 to 1982, Ontaric 
made the largest contribution to new service sector jobs in Canada (26 
percent), followed by Alberta (25.6 percent). Firms that provide serv- 
ices to other businesses posted an employment growth rate of 67.8 pe 
cent over the last 10 years (more than three times the national averagt 
of 19.4 percent). | 

This continuing shift towards an information and services based | 
economy is a trend that is even more advanced in Ontario, as can be 
seen in Table 3.3.2. Table 3.3.3 points out the hiring intentions of firm: 
starting up in Ontario by sector. | 
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Table 3.3.3 Expected Job Creation by New Start-ups by Sector, Ontan 


Sector Not hiring % Hiring % 
Manufacturing 66 34 
Service 70 30 
Retail 61 39 
Total 68 32 


Statistics Canada recently reported that between 1978 and 1984, 
the small business sector accounted for 82 percent of net new job crea 
tion in Ontario, large companies accounted for seven percent of Job cre 
ation and medium sized firms gained 11 percent of net new employmet! 
Small business in Ontario accounted for approximately 50 percent 
of all private sector employment in 1984 (the latest year for which sta- 
tistics are available — see also Section 4.2).!° 


Chart 3.3.1 Employment by Size of Firm, Ontario, 1984"" 
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Chart 3.3.1 is a graphic representation of jobs by firm size in 1984, 
le Chart 3.3.2 looks at job creation in Ontario for the 1978 to 1984 
iod and Tables 3.3.4 and 3.3.5 track employment in small business 
‘ween 1982 and 1985. 

_ Both the incorporated and unincorporated small businesses that 
e survived since registration show a strong capability for employ- 
ant creation, and this trend is consistent over time, as can be seen in 


le 3.3.6. 


art 3.3.2 Net Job Creation by Size of Firm, Ontario, 1978-1984 
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Mole 3.3.4 Average Number of Employees in Recently Registered 
i ms (at Start-up) in Ontano'® 


Incorporated Unincorporated 

# % a % 
\(-art-up 3.44 1.87 
f hich... 
Viiber and % of women 1.59 46 0.83 44 
Viiber and % of men 1.85 54 1.04 56 
\\ ber and % under 30 1.57 46 1.06 5 
\itber and % over 30 187 54 0.81 43 
\iiber and % full time 2.76 80 1.43 76 
i ber and % part time 0.68 20 0.44 24 
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Table 3.3.5 Average Number of Employees in Recently Registered 


Firms in Ontano (at Present) ° 


Incorporated 
it % 
At present Vieers 
of which... 
Number and % of women 3e20 43 
Number and % of men 7A. 26 Sill 
Number and % under 30 oh) 47 
Number and % over 30 3.97 bs 
Number and % full time 5.96 79 
Number and % part time 1.56 21 


Unincorporate 
# Sy 
3.75 
1.64 44 
Pagel 56. 
2.19 58. 
1.56 42 
2.43 65 
L342 
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Table 3.3.6 Average Number of Employees in Firms Registered from 


1982 in Ontario” 


Incorporated % 


1982 1983 1984 


Number of 
employees 
at start-up Zu 3.0 4.7 


Number of 
employees 
currently 6a Fae 8.6 


u 
4 


Unincorporated % | 
1982 1983 198 
} 

| 

1.8 1.8 2. 
| 

3.0 3.8 4] 


apter Notes 

e U.S. Small Business Administration, Office of Advocacy, defines a business 
>tor as small business dominated where 60 percent or more of the sales or 

iployment are accounted for by firms with fewer than 500 employees. 

e U.S. Small Business Administration, The State of Small Business, May, 1985. 

id. 

yovernment Extends Financing Support to Small Business,’’ News Release, 

partment of Regional Industrial Expansion, January 23, 1985. 

Analysis of Job Creation Based on the Regional and Sectoral Data Base 1978-1982: 

‘ase I: Preliminary Report, Department of Regional Industrial Expansion. 

istry of Industry, Trade and Technology, internal research based on 1984 

‘tistics Canada data. 

id. 

IB Survey of Business Conditions: THE HARD FACTS, Canadian Federation of 

:ependent Business, January, 1986. 

4 Analysis of Job Creation.. Regional and Sectoral, Op. Cit. 
1 Analysis of Job Creation Based on the T4 Employment Estimates Data Base 1978- 
62, Department of Regional Industrial Expansion. 

Id. 

211 Analysis of Job Creation... Regional and Sectoral, Op. Cit. 

11 Analysis of Job Creation...T4, Op. Cit. 

“IB, Op. Cit. 

lnistry of Industry, Trade and Technology, internal research undertaken at the 

(mpanies Branch of the Ministry of Consumer and Commercial Relations. 

4! Analysts of Job Creation... Regional and Sectoral, Op. Cit. 

Tnistry of Industry, Trade and Technology, internal research based on 1984 
Sitistics Canada data. 

Td. 

Inistry of Industry, Trade and Technology, internally commissioned research by 

t: Creative Research Group. 

id. 

ld. 
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The Growth of Small Business 
1 Analysis by Sector — The 10 Year Trend 


ne Manufacturing Sector 


(the 724,000 businesses registered in Canada in 1978, only 45,000 
\2re in the manufacturing sector. More than 39,000 (87 percent of the 
t‘al) enjoyed annual sales of less than $2 million and were therefore 
issified as small businesses, and the 5,000 manufacturers that 

-ained a sales volume of more than $2 million but less than $20 million 
vre classified as medium sized (11 percent of the total). Just two per- 
cnt of Canadian manufacturing companies were classified as large com- 
[nies, being in an annual sales class of more than $20 million. 

As Table 4.1.1 demonstrates, the total number of manufacturing 
ctablishments grew by 12 percent between 1971 and 1980, with indus- 
tes such as rubber and plastics, metal fabricating, machinery, trans- 
[tation equipment, electrical products and non-metallic minerals 
‘owing an increase of 20 percent or more. The food and beverage, 
(xtile, clothing, wood and chemical industries grew at rates of less than 
] percent.! 

During the 1970s, the share of total manufacturing employment 
ecounted for by small firms rose from 18 percent to 18.5 percent while 
{2 share claimed by medium sized manufacturing companies declined 
[m 27.3 percent to 26.7 percent during the same period. This growth 
(small firms occurred in two ways. In some sectors, such as printing, 
tal fabricating and machinery, where sector-wide growth has 

(curred, the smaller companies have grown even faster than the larger 
Ces. In others, suchas the leather, textile and electrical products 
ilustries, where sector-wide declines have occurred, the small firms’ 
vival rate has been superior to that of the larger firms, resulting in 
{ ir decline being relatively less severe. 

Ontario accounts for 34 percent of all manufacturing establishments 

| Canada, over 60 percent of Canada’s manufacturing sales and 52 per- 
Cat of Canadian employment in manufacturing. 

One recent study showed that while employment in manufacturers 

isting i in 1971 fell 3.6 percent during the following 10 years, manufac- 
| ing companies with between 10 and 100 employees increased their 
 iployment by 0.9 percent, and that these small companies were the 
Cy group to increase employment over that period.? 
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The Tertiary Sector 


In the tertiary sector of the Canadian economy (those companies that 
are not members of the manufacturing or resource industries), the vast 
majority of firms are small businesses, being especially dominant in the 
service, construction and finance sectors. It is because of these demo- 
graphics that small businesses have played such a pivotal role in fuelling 
Canada’s recent economic performance. This is dramatically depicted i 
Table 4.1.2, which shows that nine of the 18 major tertiary groups 
experienced a growth rate of 30 percent or more while only one, elec- 
tric, gas and water utilities, declined. 


Table 4.1.3 Small Business in Ontario by Sector, 1985° 


—00 employees < 100 employees 
# % # % 

Agriculture 20,437 6.9 20,483 6.8 
Forestry 1,086 a) 15105 A 
Fishing 294 ei 295 I 
Mining 784 3 808 a 
Manufacturing 17,469 6.0 18,793 6:2 
Construction 36,711 EZ 3 37,016 1232 
Transportation, communication and 

other utilities 10,485 a5 LO; 722 3c 
Trade 71,087 23.9 (AS 238 t 
Finance, insurance and real estate 23,426 7.9 23,631 7.8 
Community, personal and business 

services ~ nul6.389 39.0 117,939 39.0 
Total 298,186 100.0 302,767 100.0 


Table 4.1.3 illustrates the growing proportion of small businesses 
accounted for by the community, personal and business services sec- 
tors (39 percent) and the concentration of these firms in the ‘‘under-5€ 
employees’’ company size. 

The service group (the last seven classifications in Table 4.1.2) 
represented the greatest employment growth, increasing 27 percent. 
This sector is dominated by small businesses, which had a total employ 
ment share of 73.2 percent in 1979. The combined sector grew by 47 
percent between 1976 and 1979, with the total number of service com- 
panies growing by 69 percent and the small service businesses showin: 


a surge of 124 percent and employing 67.4 percent of all the employees 
for the sector as a whole. 
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The $5 billion contribution to GNP provided by small service busi- 
esses amounted to 47 percent of the sector total, rising 178 percent 
uring the five year period. Eighty percent of employment in this sector 
3 provided by companies having less than $2 million in annual sales. 

The growth of service companies referred to earlier is confirmed 
nce again by the rate of their formation, depicted in Table 4.1.4. Over 
ne three years, there was a growing tendency for manufacturers to 
\corporate upon formation, while more retailers favoured partnerships 
or their newly formed ventures. 

Small businesses that provide services to other businesses are one 
{the fastest growth sectors of the economy. In the last 10 years, the 
umber of staff employed in these firms has grown by 67.8 percent 
297,000 to 498,000).° This sector includes, among others, accounting, 
dvertising, architecture, computer services, employment agencies, 
ngineering and scientific services, law, management and business 
ounselling, security and investigation and miscellaneous services to 
usiness management. 

The driving force behind this phenomenon is the ‘‘demassing’’ of 
lajor corporations referred to earlier and the tendency to ‘‘functional 
xternalization.’’ This term refers to the growing practice of larger 
ympanies to subcontract their service functions as well as many sup- 
ort activities to outside specialists. This enables them to focus on their 
rporate mission by utilizing their strengths and distinctive intellectual 
ympetencies.’ 

__ While the manufacturing sector continues to grow, the size of the 
orkforce’employed in this sector is declining. This trend will acceler- 
e as fully automated production becomes more widespread and 

)botic equipment the manufacturing standard. Thus the manufacturing 
‘ctor will create substantial wealth in the decades ahead but account 
rless employment. 

The labour intensive tertiary sector, on the other hand, will provide 
th increasing wealth and employment as the rapid introduction of 
fordable computer technology into these small businesses assists in — 
e “‘demassing’’ of corporate units. This adaptation from financial capi- 
lintensiveness to ‘‘human capital’’ intensiveness characterizes the 
tift to a knowledge-based economy. More and more businesses will be 
me based, small, family owned units that used to be parts of major 
rporations until they were sold to the former employees who man- 
‘ed them. | ; 

The tertiary sector does not possess the regional differences of 
presentation displayed by the manufacturing sector. The presence of 
‘ttlary sector companies generally follows the level of economic activ- 


ity of each region. Exceptions are the wholesale and retail trades, which 
are largest in Ontario, where a larger share of consumers reside. 


4.2 Births, Deaths, Expansions and Contractions 


Job creation is a factor of the change in the size (and therefore the for- 
tunes) of the firm. In order to lend greater understanding to the rela- 
tionship between these two components, it should be pointed out that 
net employment changes can be caused by two main factors: growth in 
the number of firms or growth in the size of firms. The variation in ) 
employment caused by the number of companies can be further catego- 
rized by “‘birth’’® and “‘death,’’? while employment growth and decline 
caused by the changes | in the sizes of firms ¢ can be categorized as 
‘“‘expansion’’ and ‘‘contraction. ’ 

Data on incorporated new business starts is available back to fiscal 
1951/52. As the long-term trend shows in Chart 4.2.1, Ontario has 
enjoyed a long period of accelerating growth in the rate of incorporated — 
business starts. | 

In a three-year study of business birth and mortality rates, it was — 
found that new corporations represented 15 percent of the number of 
corporations on record for the immediately previous period.!° The | 
report added that this growth rate is exceptionally high when compared ' 
with other economies such as those of the United States and Europe. 


| 
Chart 4.2.1 Number of Companies head ls dhe Annually in Ontario, 
1951/52-1981/82" 
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The findings of the study show that two new corporations were started 
for each one that ceased business or was discontinued, yielding a net 
increase of 7.5 percent in the number of firms. 

A recent survey estimates that during 1985, some five percent 
more businesses were formed than were closed. The survey suggests 
that business deaths were at a record low of 5.8 percent across Canada 
compared to 7.4 percent in 1984. According to this study, Ontario’s 
oerformance led the nation, which by region posted the following clos- 
ng rates for 1985 (1984 in parentheses): British Columbia and Alberta, 
3.8 percent (10.3 percent); Saskatchewan and Manitoba, 5.8 percent 
7.0 percent); Ontario, 5.2 percent (6.2 percent); Quebec, 5.9 percent 
6.9 percent); Atlantic region, 6.3 percent (8.9 percent).!? 

One in nine of the discontinued firms had gone bankrupt. In 1981, 
17.1 percent of bankruptcies reported balance sheet assets of less than 
5250,000 and 55 percent to 65 percent of these companies had been in 
usiness for less than five years. Finally, this study reported that the 
greatest concentration of failure typically occurred in the third year, the 
requency of failure declining progressively until the 10th year, when it 
ecame minimal but not insignificant. 

_ Between 1978 and 1982, the change in employment levels was due 
ess to the size of firms (contraction and expansion) than to the number 
‘ffirms (births and deaths). With the exception of primary industry, the 
1et employment change of 7.9 percent was due mostly to the change in 
ine size of firms (7.3 percent), with the change in the number of firms 
laying only a minor part in this increase (0.6 percent). In manufactur- 
ag and construction, the declines in employment were due mainly to 

he low birth rate and high death rate of firms in these two sectors. 

The interdependent relationship between changes in the size of 
(rms and job creation can be seen from the data in Tables 4.2.1 and 
..2.2. Of special note is the contribution of small firms to job creation. 
For firms employing fewer than five employees, the 65.4 percent 
towth in employment between 1978 and 1982 was more a result of 
irths and deaths than expansion and contraction of firms. Of the 
‘00,167 net new jobs created in 1982 by firms with fewer than five 
mployees, 402,291 jobs were the result of new businesses and 
64,549 jobs were created by the expansion of existing firms. Death or 
ontraction of firms caused the loss of 180,491 and 86,182 jobs respec- 
vely. The closure of firms with more than five employees caused the 
Ss of more jobs than were created by new start-ups, but the expansion 
[existing firms caused a net increase in employment. 
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Chapter Notes 


\Except where noted, the definitions of size used in this section are those used in the 
Census of Manufacturers — small: between one and 49 employees; medium: 
between 50 and 199 employees; and large: more than 200 employees. 

2 Tracking Study of Small Manufacturing Establishments in Canada, 1971-1979, 
Federal Business Development Bank. 

sTbid. 

‘An Analysis of the Overall Contribution of Small Business to Economic Activity, Small | 
Business Secretariat, November, 1982, p. 44. : 
sMinistry of Industry, Trade and Technology, internal research based on Statistics 
Canada data. | 

6“‘Catering to Other Businesses — A Growth Area for Small Business,’’ Profits, 
Federal Business Development Bank, Spring, 1986, Vol. 5, Number 4, p.2. 

"Lance H.K. Secretan, Managerial Moxie, Holt, Rinehart and Winston of Canada, 
1986, pp. 146-164. | 
’In this section, ‘‘Births’’ are firms that were formed after 1978 and still in operation — 
in 1982. | 
°In this section, ‘‘Deaths’’ are firms that were in existence in 1978 but ceased | 
operations before 1982. | 
10An Analysis of the Overall Contribution of Small Business to Economic Activity, Small 

Business Secretariat, November, 1982, p. 60. | 


. 


Ministry of Industry, Trade and Technology, internal research. 

'2 Mandate, #123, Canadian Federation of Independent Business, April, 1986. 

'3An Analysis of Job Creation Based on the Regional Sectoral Data Base 1978-1982: 
Phase I: Preliminary Report, Department of Regional Industrial Expansion. 

'“4Tbid. 
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Profiles of the Small Business Owner 


9.1 The Demographics of Owners 


uring 1986, research was commenced by the Ministry of Industry, 
‘rade and Technology to measure the regional distribution and annual 
ate of new business formations in Ontario. Data was collected during 
art of the year to determine the number of new unincorporated busi- 
ess registrations. (The number of new unincorporated businesses 
2gistered each year usually outpaces new incorporated registrations 
y aratio of two to one.) By extrapolating this information, some tenta- 
ve conclusions may be reached concerning the probable annualized 
ates of unincorporated business formations per 1,000 population in 
intario, as seen in Table 5.1.1. 


able 5.1.1 Business Starts per 1,000 Population by Region, Ontario, 
986. 


Number of Business/1,000 
| businesses Population population 
% 
letro Toronto 30,590 2,138,000 14.3 
entral 25,200 3,350,000 7.5 
duth East 6,860 1,223,000 5.6 
yuth West 4,410 1,282,000 3.4 
orth East 2,380 591,000 4.0 


orth West 560 237,000 ZA 


| 


_ Inthe summer of 1985, the Creative Research Group Limited pre- 
a the results of a research project undertaken on behalf of the 
finistry of Industry, Trade and Technology. The owners of 861 busi- 
2sses were interviewed (501 incorporated and 360 unincorporated). 
‘he purpose of the project was to produce a profile of the kinds of busi- 
2gses these two groups formed between 1982 and 1984, measure the 
vival rates and generate other attitudinal and general demographic 
iita about Ontario’s small business owners. 

_ The total sample group provided a good profile of new business 
ivmner demographics. Seventy-seven percent of the new business own- 


(i 


ers are males, 23 percent are females; 48.4 percent of the owners are 
between 30 and 50 years old, only 6.1 percent are over 50 and the rest, 
45.5 percent, are under 30. More detail may be found in Tables 5.1.2 


and bles: 


Table 5.1.2 Age of New Business Registrants in Ontano, 1985” 


Owners with All 
Female owners Youngowners employees owners 


# % # % # % # % 


Under 24 36°. VAG" "222 “aes 72) hee ee 
24-29 98 32.5. -365- (62:2) “HOA9 2:02 Go 
30-50 153). B0er _ _ 209° “51.4 624" "4a 
50 and over 15 4.9 _ 21 oer 78 6.1 


Table 5.1.3 Operative Location of New Business Registrants in 
Ontano, 1985 


Respondents % 
Part of home 66 
Leased space 29 
Purchased space 3 
Other 2 


Age and Experience 


Research into the role played by education in the success of entrepre- 
neurs Is generally unavailable in Canada and contradictory elsewhere. 
For example, a study of 64 presidents of smailer U.S. firms implied that 
there was a positive correlation between better education and entre- 
preneurial success.‘ 

Another study, based on 150 successful entrepreneurs, revealed 
that a strong desire to achieve was more important than education.°® 
The number of entrepreneurs with higher education is increasing every 
year in Canada and the United States; in one study of 2,500 successful 
entrepreneurs, one percent had attended but not completed high 
school, 17 percent had obtained a high school diploma, 43 percent hada 
bachelor’s degree, 30 percent had a master’s degree and nine percent 
had a doctoral degree.® 

Two researchers who studied a group of Canadian inventor/entre- 
preneurs and founders of technologically based companies found that 
nearly 60 percent of them had university degrees and that most of them 


+2 


‘able 5.1.4 The Demographics of New Business Owners in Ontario, 
982-1984? 

Incorporated % Unincorporated % 
fale 81 73 
‘emale 19 Zt 
ee 
Inder 30 14 ef 
0-50 68 65 
0 and over 18 11 
‘ducation 
ess than high school 20 Zo 
igh school graduate 21 22 
ost high school 23 26 
hiversity graduate 19) 25 
‘ousehold income 
nder $25,000 19 33 
25-$35,000 19 ae 
35-$50,000 22 26 
30,000 and over 41 14 


verage $39,000 $33,000 


iad assumed managenial roles in large corporations after graduating, 
he majority starting their businesses between the ages of 35 and 40.’ 
_ Another research project, undertaken between 1982 and 1984, 
ound that new business owners in Ontario tend to be male and gener- 
lly in the age group between 25 and 44 across both unincorporated and 
acorporated businesses. Incorporating is preferred by more male than 
2male owners and the owners of new unincorporated businesses tend 
o be members of households receiving a lower income. The owners of 
acorporated businesses are more likely to possess university degrees 
han those of unincorporated businesses. Table 5.1.4 provides a com- 
arison of the two groups. 

The Small Business Branch of the Ministry of Industry, Trade and 
echnology has been conducting research on small business formations 
1 Ontario since 1984. Each year, on randomly selected days, a survey 
fnew business registrants is conducted at the Companies Branch of 
1e Ministry of Consumer and Commercial Relations (MCCR) in 
‘oronto. The statistical base in 1984 was 1,027 and in 1985 it was 
472. The demographics of the 1985 survey respondents are pre- 
ented in Table 5.1.5. 
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Table 5.1.5 The Demographics of New Business Registrants 
in Ontario, 1985° 


Gender % Age % 
Sector male female under 24 24to29 30to50 over50 
Manufacturing 2.96 94 555 teks 1.87 co 
Service 59.36 1537 13.11 247 S5D2 4.61 
Retail 14.43 6.94 Boot 5.62 11.09 ipa li 
Total 16.75 23.25 17.17 28.26 48.48 6.09 


Owners of start-up companies surveyed in this study tended to 
form new businesses in fields in which they had previous experience. 
Although the majority of owners of both types of businesses had the 
‘“‘hands-on’’ experience of actually working in a similar firm previously, 
only a minority had owned a similar type of business. Table 5.1.6 com- 
pares the business experience of owners of incorporated and unincor- 
porated businesses. 

Thirty to 35 percent of new business owners studied had started 
businesses before, the incidence being slightly higher among incorpo- 
rated firms than unincorporated ones. The track record of the owners 
of incorporated firms in bringing their former businesses through the 
birth stages to maturity was substantially better than that of the owners 
of unincorporated businesses. Of all the previous businesses started by 
owners registering new ventures, 28 percent did not survive. 
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Intario, 1982-1984" 


>revious experience in: 
his kind of business 

ther relevant business(es) 
1ione 


unning a business 
‘ever run a business 


»revious employment as: 
»xecutive/manager/owner 
»rofessional 

ales 

lerical/other white collar 
killed labour 

nskilled labour 

tudent 

ther 

lumber of new businesses 
tarted before: 

(this one only) 


. 


oe 


average number 
Vf which still active: 
fone 


lore 
_.verage number 


Incorporated % 


Table 5.1.6 The Previous Experience of New Business Owners, 


ee a al 9g ae ly Se 
Unincorporated % 


ree 


5.2 Preparation 


The majority of new business owners consulted their accountants and 
lawyers before starting their companies, and owners who incorporated 
consulted more than those who did not. Although some of these consul- 
tations may be caused by the act of incorporation, they result in the 
owners of incorporated businesses being better prepared before start- 
up by being more likely to have developed pro formas, arranging short 
and long term funding and creating written job descriptions. 

They also tended to be more inclined to develop formal business 
plans than the owners of unincorporated businesses. Although half of 
them did not start with a formal business plan at all, more of the surviv- 
ing incorporated business owners are still preparing a current business 
plan than the surviving unincorporated business owners. This is 
detailed in Tables 5.2.1 and 5.2.2. 


Table 5.2.1 The Consultation Undertaken by New Business Owners, 
Ontario, 1982-1984" 


People contacted Incorporated % Unincorporated % 
before start-up: 


Lawyer 60 44 
Accountant 60 53 
Someone in the same sort of business 49 04 
Bank/financial institution 43 43 
Supplier 40 37 
Government 13 17 
Market researcher 6 6 


Table 5.2.2 The Financial Preparation Undertaken by New Business 
Owners, Ontario, 1982-1984!” 


Financial preparation before Incorporated % Unincorporated % 
Start-up: 

Kept financial records 97 99 
Developed a financial statement 93 88 

Talked to financial institutions 

about financing 52 4] 
Obtained a loan to 

start the business 44 44 
Considering equity financing 24 14 
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Chapter Notes 


Ministry of Industry, Trade and Technology, internal research. 

‘Ministry of Industry, Trade and Technology, research undertaken at the Companies 
Branch of the Ministry of Consumer and Commercial Relations. 

Thid. 

John Dart, ‘“The Development of a Classification System for Entrepreneurial 

‘Types.’’ D.B.A. Dissertation, University of Colorado, 1971, p.222. 

‘Orvis Collins and David G. Moore, The Organization Makers: A Behavioral Study of 
Independent Entrepreneurs, Appleton-Century-Crofts, New York, 1970, pp. 49-62. 
The Center for Entrepreneurial Management, New York. 

Christopher J. Maule and Isiah A. Litvak, ‘‘Entrepreneurial Success or Failure — 
Ten Years Later,’’ Business Quarterly, winter 1980, pp. 68-78. 

Ministry of Industry, Trade and Technology, internally commissioned research 
undertaken by the Creative Research Group. 

Ministry of Industry, Trade and Technology, research undertaken at the Companies 
Branch of the Ministry of Consumer and Commercial Relations. 

*Ministry of Industry, Trade and Technology, internally commissioned research 
undertaken by the Creative Research Group. 

‘Tbid. 

‘Abid. 
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Franchising 


The U.S. Department of Commerce has called franchising ‘‘the wave of 
the future.’’ Although franchising is not anew phenomenon, many of 
the most successful and fastest growing franchising companies were 
founded within the last 20 to 30 years. Franchises are the leading edge 
of small business in the Canadian economy. 
A recent study estimated the volume of total sales undertaken 
through Canadian franchised units at nearly $50 billion — over one- 
third of total Canadian retail sales.! Approximately half of this is 
accounted for by motor vehicle dealers, soft drink bottlers and service 
stations. The balance is predominantly to be found in food, retail non- 
food, home improvement and maintenance, business services, automo- 
‘ve and other service (travel, party, haircutting, suntanning) sectors. 
Research suggests that this latter group of companies will lead the fran- 
chise explosion. 
Between 1981 and 1984, franchisors averaged annual sales growth 
of 15 percent, compared to 7.7 percent for the retail sales sector as a 
Whole and total GNP growth of 7.4 percent. Fifty-three percent of all 
ranchise units and 47 percent of franchised sales are located in Ontario. 
Quebec ranks next with 13 percent and 27 percent respectively. Sixty- 
me percent of all franchisors’ head offices are located in Ontario, 
with B.C. claiming the next largest proportion of head offices with 
\3 percent. 
__ The companies surveyed, which account for 10 percent of total 
vanadian franchise sales, expect revenues to increase by a further 50 
dercent between 1985 and 1989, compared to a projected 35 percent 
nerease for the total retail sector and a 28 percent growth for total GNP 
luring the same period. To achieve this growth, franchising companies 
ire planning to open new franchised outlets at a faster pace than the 11 
yercent achieved in 1984. The food sector, for example, is projecting 
/wice aS many unit openings in 1989 as in 1984. 

Ontario’s performance reflects the trend to be found in the United 
states. In 1983, total U.S. franchise sales accounted for 10 percent of 
‘oss national product. By 1985, they had passed $US500 million, 
-ccounting for 20 percent of gross national product and representing 
iver one third of retail sales in the United States.” 

A 1982 study of franchising in Canada found that 64 percent of inde- 
iendent owner/entrepreneurs possessed prior experience in the same 
idustry, compared to only 11 percent of the owners of franchised com- 


. 


19 


panies. The study reported that ‘‘...independents seem to be much 
better prepared to operate businesses on their own than do the franchi- 
sees, who seek a business where a large number of franchisor support 
services are provided as part of the franchise contract.’’ 

The same study revealed that, even before franchise fees and roy- 
alties, the capital invested by franchisees starting up new businesses 1s 
nearly double that of independent entrepreneurs ($100,000 versus 
$57,000). 

Finally, the same study yields some interesting data about the 
sources of information consulted by new owner/entrepreneurs. Inde- 
pendent entrepreneurs tend not to consult their advisors before making 
the start-up decision while prospective franchisees tend to exhibit the 
opposite tendency. (See also Section 5.2, ‘‘Preparation.’’) The inde- 
pendent entrepreneur is compared to the franchisee in Table 6.1.1. 


Table 6.1.1 Sources of Information before Starting Business" 


Source Independent % Franchisee % 
Lawyer 32 (2) 80 (4) 
Accountant Zt) 63 (3) 
Banker 36 (1) 66 (5) 
Business associates 23 (4) 64 (6) 
Other franchisors 7 (6) SA 
Other franchisees 11) 68 (1) 
Consultant ZZ) 7 (7) 


(1) denotes ‘‘most useful,’’ (2) ‘‘next most useful,’’ etc., as rated by respondents. 


These findings may account for the marked difference to be found 
between the failure rates of independently owned businesses and those ~ 
that are franchisee-operated. U.S. research shows that during the first 
five years, 80 percent of independently owned start-ups fail while only 
five percent of their franchised counterparts fail in the same time 
period.° 

The trend predicted by The Naisbitt Group in the United States 
may be seen in Table 6.1.2. 
| This heady growth is expected to be replicated in Canada, and the 
implications for future job creation could be significant. According to the 
Association of Canadian Franchisors, franchised companies already 
employ more than one million Canadians and, with annual growth pro- 
jected at 15 percent, 150,000 new jobs per annum are in prospect, 


many in the youth sector, where unemployment levels have proven to 
be so stubborn.°® 
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Chapter Notes 

\“‘Pranchising: The Current Situation, ’? Acsociation of Canadian Franchisors, 
Toronto, 1985. 

2The Naisbitt Group, ‘‘The Future of Franchising: Looking 25 Years Ahead to the 
Year 2010,’’ International Franchise Association, New York, December, 1985. 
3Russell M. Knight, A Comparison of Franchisees and Independent Entrepreneurs, 
paper presented to the Second World Conference of the International Council of 
Small Business, Halifax, June, 1983. 

‘Tbid. 

5‘‘Pyanchising: The Current Situation,’’ Op. Cit. 
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‘Howard Rose, Presentation to the York University MBA Entrepreneurship Class, | 


winter, 1986. 
’The Naisbitt Group, Op. Cit. 
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(Women Business Owners 


7.1 The Profile of Women Business Owners 


Owning and managing an independent business is difficult under any cir- 
cumstances. But for women business owners, starting and operating an 
enterprise is even more difficult. As a result, female owned businesses 
accounted for only 4.6 percent of all firms in the United States in 1972.1 
But that is all changing: the number of self-employed women (in the 
United States) increased by 35 percent between 1977 and 1982 and the 
trend in Canada reflects the same pattern, which can be seen in Chart 
el.1. 


Chart 7.1.1 Women Small Business Owners as a Percentage of all 
Propnetors, Canada, 1970-1982? 
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A recent American study shows that the majority of women small 
lusiness owners are between 40 and 45 years old. The Canadian 
lemographics, as reported by a Ministry of Industry, Trade and Tech- 
lology survey, are similar. Table 7.1.1 compares male and female busi- 
ess starters. 
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Table 7.1.1 Male and Female New Business Owners Compared by 
Age, Ontano* | 


Female % Male % Total % 
Under 24 ee 18.8 17.2 
24-29 SYS Dhue 28.3 
30-50 50.7 hey 48.4 4 
50 and over 4.9 6.4 6.1 @ 


The educational levels attained by male and female new business | 
owners in Ontario are similar. Forty percent of male and 43 percent of, 
female new business owners have a high school education, and 32 per- 
cent of women and 28 percent of men starting new businesses have _ 
completed a university level education. Also, the parents of female 
small business owners — particularly their fathers — are more highly: 
educated than the general populace. The majority of female small bust 
ness owners come from middle class families and have university 
degrees. Results of a study done in the United States are presented in 
Tables 7.1.2 and 7.1.3. | 
Table 7.1.2 U.S. Women Small Business Owners, Social Class Whi 
Growing Up* 


iz 
Women small | 
business owners 9, 


t 


- 


Lower class 6 
Upper lower class ) 
Lower middle class 19 
Middle class 36 
Upper middle class 28 
Upper class 3 
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fable 7.1.3 Educational Level of Canadian Women Small Business 
Puoners® 


% of respondents 


urade 10 or less 6 
wades 10 to 12 20 
rade 13 8 
‘ade school 3 
—ollege rk 
| niversity 36 
‘otal 100 


1.2 Reasons Why Women Business Owners Start a New 
i Susiness 


',1978 survey of Canadian women business owners indicates that they 
tarted their own businesses because they felt restrained in the poor 
aying or low status positions in which they perceived themselves to be 
mployed, desired to meet financial objectives but lacked the profes- 
onal training to find a good job or were otherwise unable to find satis- 

' \ctory employment. Twenty of the 98 surveyed suffered from 

_ housewife’s syndrome’’ — a strong desire to do something other 

aan homemaking. 

; Instudies performed in various locations across Canada since 

“980, it has been found that women start new businesses primarily to 
xperience the challenge of the entrepreneurial act or, secondly, to 
»ach financial goals. Table 7.2.1 highlights the results of an Ontario 
‘udy while Table 7.2.2 does the same for one in the United States. 


able 7.2.1 Reasons for Starting a New Business — Male and 
emale Motivations Compared, Ontario, 19857 


Female % Male % Total % 


/oney 1082 2371 2271 
“my own boss 22.5 18.2 19.2 
“evious experience 14.2 TfL 16.5 
/ Onomic necessity 11.6 ize 9 
oduct need 6.6 TOe5 9.6 
Always wanted to do this”’ 10.6 6.4 7.4 
‘xadvantage 3.6 pe 2.9 
‘wht time 1.0 1.9 17 
her 9.9 8.2 8.6 
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Table 7.2.2 Reasons Why Women Became Involved in Their Present 
Entrepreneurial Ventures (United States )*® 


Reason % of respondents 


Interest in area of business 44 
Job frustration 

Terminated 

Divorced 

Desire to run own business 
Widowed 

Moved 

Money and career 

It just evolved 


tS 
bo 


Independence 

Boredom 

Time to do something new 
Interest of another 
Children left home 
Inherited money 


mow wow kf PP OD OD 


None of these reasons for starting a business is surprising when 
the relationship of women to the total work force is considered. For all 
the efforts and rhetoric surrounding equal pay for work of equal value 
and numerous other policy initiatives designed to overcome discrimina 
tion against women, progress has been slow. Starting a business is con 
sidered by many women to be one of the most promising avenues to 
effect their escape from clerical ghettos. The dimension of the chal- 


oe facing women in the workforce can be seen in Charts 7.2.1 and 
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hart 7.2.1 The Earnings Gap Between Men and Women — Annual 


wcome, Ontano, 19822 


Part time workers Full time workers Families 


)000 Women [) 


M 
000 2a 


000 


000 


000 


O00 


1000 


1000 


hart 7.2.2 Ontario Women at Work by Occupation, 1984 


Clerical and service Production 
Management 
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7.3 The Sectors Favoured by Women Business Owners 


Women owners of small businesses tend to avoid those sectors that 
have traditionally been male dominated, such as manufacturing, choos- 
ing, instead, the service sector. This seems to reflect the educational 
and the past experiences of women entrepreneurs. The service sector 
is favoured by 66.1 percent of women owners of new businesses; 29.8 
percent start retail firms and 4.1 percent start manufacturing busi- 
nesses. As shown in Table 7.3.1, women are less likely to start service 
businesses and more likely to start retail businesses than men. 


Table 7.3.1 Comparison of Male with Female New Business Owners 
by Sectors Preferred, Ontario, 1985" 


Female owners % Male owners % Average % 
Manufacturing AZ 3.8 39 
Service 66.1 Fis 4a 
Retail 29.8 18.8 214 
Total 23:4 76.6 100.0 


7.4 Management Training and Assistance for Women 
Business Owners 


A recent U.S. study shows that women small business owners usually 
assess themselves as being adept at idea generation, product innova- 
tion and personnel skills; average in marketing and business operation 
and poor in financial skills. All those surveyed claimed to have experi- 
enced difficulties during the start-up phases of their businesses. Two ¢ 
the biggest problems, they claimed, were a lack of business training ar 
a difficulty in obtaining lines of credit. In these disclosures may rest 
some normative guide to the direction that future government training 
and assistance for women should take. | 
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It can be seen from Table 7.4.1 that women business owners con- 
ler their financial capabilities to be their weakest area of expertise, 
d some aspects of this weakness are reflected in Table 7.4.2, which 
scribes the problems that U.S. women business owners face i in oper- 
ng their businesses. 


ible 7.4.1 Women Business Owners’ Appraisal of Their 
anagement Skills, United States, 1984 


Very 
i Poor Fair Good good Excellent 
\nagement skills % % % % % 
| 
jance (forecasting, securing capital, 
)igeting) 15 o2 Za 15 6 
2 ple skills (management, 
relopment, training) 2 10 28 Oo 27 
\rketing/ sales (promotion, 
itketing research, selling) 6 20 20 5) INE 
(a generation/product innovation 3 10 26 Zt 33 
isiness operations (inventory, 
) duction, day-to-day functions) s 18 32 30 1% 
)yanization and planning (business 
jitegy, structure, policies) 4 1 29 29 Bs 


ble 7.4.2 Problems in Current Operations, United States, 1984 


' ‘a experienced by % 

ik of experience in financial planning 18 
j\er (attracting business, cash flow, hiring) se 
Jnands of business affecting personal relationships ed) 
\ak collateral position 13 
) aining lines of credit 11 
4 kof business training 1 
, k of guidance and counsel 10 
.k of involvement with business colleagues 10 
- k of management experience 10 


. kof experience in use of outside services 2 
. al problems ) 
sonal problems 4 
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A 1986 study of successful Canadian women entrepreneurs was 
produced by Jerry White at Laventhol and Horwath. He found, as exhib 
ited in Tables 7.4.3 and 7.4.4, that women follow traditional sources of 
financing and that most are satisfied with the service provided by banks 


Table 7.4.3 Women Entrepreneurs’ Experience in Obtaining 
Financing for Growth, Canada, 1986" 


Positive Provided 
Approached response __ acceptable services 

% % % 
Banks — Schedule A 89 79 74 
Banks — Schedule B ill 89 84 
Trust and insurance companies i 90 64 
Credit unions 8 90 79 
Venture capitalists 1Z 25 91 
Brokers — merchant bankers 4 25 87 
Government including the 
FBDB Ze 56 70 


A 1984 study of 1,200 women small business owners sought to 
define the role of the government in women-owned businesses in 
Canada. Its recommendations suggest that the government should pre 
vide more assistance onan ‘‘outreach’’ basis. The report contends thi 
women owners of small businesses need two kinds of management 
assistance. They seek process training, ‘‘how-to’’ information, during 
the start-up phase, and later, during the growth and maturity phases, — 
they need ‘‘content’’ training. | 
Table 7.4.4 Women Entrepreneurs Experiencing Discrimination, — 


Received Poorer Levels of Service or Less Financing Compared to Men, 
Canada, 1986" 


Poor Less 
Discrimination service financing 
% % % 
Banks — Schedule A Al 28 28 
Banks — Schedule B 14 ile 10 
Trust and insurance companies oo 34 34 @ 
Credit unions 15 10 10 
Venture capitalists 44 21 33 
Brokers — merchant bankers 35 22 31 
Government including the FBDB 12 12 12 
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There appear to be four categories of training that would assist 
nen entrepreneurs: 


e plan the start-up of a new business; 


e design and implement sales building and marketing; 


exercise adequate financial control; 


network between businesses. 


The “‘process training’’ phase should contain: 


market research — “‘how to’’ collect data on industry, product 
and market potential; 


financial/accounting information — developing sales projections 
and cash flow forecasts for the first three to five years. Setting 
up the accounting system and methods of avoiding under- 
capitalization; 


marketing — techniques for promoting products/services in the 
most effective manner; 


information on government assistance programs — easier 
accessibility of information on the numerous programs; 


seminars on “‘how to start a business’’: 


how to obtain financing. 


Once women small business owners feel that their businesses have 
erged through the birth stage into the growth or mature stages, their 
ds change. They are more interested in ‘‘content’’ emphasis such 


financial help — bookkeeping, financial planning, cash flow fore- 
casting, inventory control and general cost control; 


sales and profit forecasting techniques; 


business planning — setting objectives, identifying growth 
potential; 


marketing — advertising, merchandising, new product develop- 
ment, product mix determination and sales development.'® 
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; The Aspirations and Achievements 
{ New Business Owners 


. 1 The Ambitions and the Outcomes 


1e degree of achievement aspired to by new business owners is very 
3h at the time of registration, some of which may be fuelled by the 
‘phoria of the event. The aspirations of those who incorporate are 
mpared to those who do not incorporate in Table 8.1.1. 


‘ble 8.1.1 The Aspirations of Business Owners at the Time of 
‘art-up’ 


Incorporated % Unincorporated % 
saply to make a living 38 52 
] build a medium-sized company 5 5 
] build a very large company 55 43 


When the survivors of these new company registrations were 
axed about their aspirations one or two years later, their sights seem 
thave been adjusted to far more modest levels. However, there are 
citinguishing features between the surviving business owners when 
tir ambitions are studied. For example, male, younger business own- 
€3 and those who start with employees on their payrolls all seem to 
iid greater expectations for their ongoing ventures, and between one 
Garter (of unincorporated firms) and one third (of incorporated firms) 
epect to “*... grow quickly — at least 50 percent annually.”’ 

Other more ambitious groups include incorporated retailers and 
incorporated manufacturers, those with male owners and those who 
¢ rently employ staff. A conservative estimate of future employment 
g»wth was offered by three-quarters of the sample surveyed, but one 
light of the unincorporated business owners and one in five of the 
l orporated business owners expect their staffs to grow by 50 percent 
Jmore. These future hopes are compared in Table 8.1.2. 
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Table 8.1.2 The Expectations of Business Owners after Formation 
(Regarding the Future Number of Employees)? 


Number of staff employed will: Incorporated % Unincorporated % ' 
decline 3 i) | 
remain at start-up levels i 23 | 
grow slowly over time 63 34 | 
grow by at least 50% each year 20 15 | 
don’t know 2 7 | 


The actual outcomes compared to the original expectations of new 
business owners concerning employment levels can be derived by com 
paring Tables 8.1.2 and 8.1.3. The latter table shows that from the time 
of start-up, small businesses generally more than double the size of 
their labour force. For example, by 1985, incorporated companies that 
started in 1982 employed 2.9 people for each one employed in 1982. 
The job building ratio is more powerful in incorporated firms than unin- 
corporated ones, but very significant in both. 


Table 8.1.3 Ratio of Number of Employees Now Compared to the 
Number at Start-up in Recently Registered Firms in Ontano* 


Incorporated % Unincorporated % 
1982 1983 1984 1982 1983 1984 | 
{ 
2.9 25 1.8 ey oe Zak | 


Table 8.1.4 The Expectations of Business Owners after Formation : 
(About Their Future Sales Performance) * 


Sales volume will: Incorporated % Unincorporated ( 
decline 3 i 
remain at start-up levels 3 7 | 
grow slowly over time 58 62 | 
grow by at least 50% each year 33 26 | 
don’t know 3 4 | 


But the rather higher expectations articulated by incorporated 
business owners at the time of formation seem to be borne out by sub’ 
sequent performance, which is significantly better than that of their 
unincorporated peers. In 1984, the average sales for incorporated firn 


| 


| 


med in 1982 and 1983 was $150,000, and for unincorporated firms 
> sales levels had reached an average of $92,000. 

The difference becomes even more pronounced when owners of 
ms that have survived since registration are asked to define their 
mfort levels in terms of company sales levels. The owners of incorpo- 
ed businesses aspire to a sales level of $572,000 per annum, while 
> definition of success will be met at $307,000 for the owners of unin- 
‘porated firms, a difference of 281 percent more than current levels 
« incorporated firms and 234 percent for unincorporated firms. Tables 
3L.4 and 8.1.5 compare expectations and ‘‘success’’ levels 
spectively. 


Ible 8.1.5 ‘‘What Level of Sales Will You Need to Reach in Order for 
lu to Consider Your Business ‘Successful’?’’ 


i 


Ulars Incorporated % Unincorporated % 
Her 25,000 1 ; 
oo 2 12 
,000-100,000 fi 16 
ii ,000-200,000 15 23 
1 000-500, 000 21 17 
1 ,000-1,000,000 15 9 
L 0,000 and over a 9 


| Within the time span of the 1982 to 1984 study, one in three of the 
Jners of unincorporated companies decided to incorporate their firms. 


82 Factors Constraining Small Business 


Je problem that small business owners usually put on a list of issues 
It they regard as an impediment to business and personal growth and 
icess Is government paperwork (see Chapter 10 for an extensive 
tiew of this subject). 

_ The principle issue that seems to concern new business owners 
Tre, however, is the difficulty of acquiring qualified, skilled workers. 
en asked if they had at any time encountered the problems fre- 

tly articulated by other small business owners, the responses fell 
ording to the distribution in Table 8.2.1 (the percent of respondents 
| cating that the issue was a major problem follows in parentheses). 


95 


Table 8.2.1 ‘‘Have You Encountered any of the Following Problems 
Your Business?’’ New Business Registrants, 1982-1984° 


Incorporated % Unincorporated 

Finding qualified/skilled workers 60) (Sa) aes ets, 
Government paperwork 53 (20) AQ (14) 
Making sufficient profits Bz (20) va y~ dike) 
Finding customers 44 (14) 44 (14) 
Municipal charges and taxes 44 (18) 362 (16) 
Getting debt financing | 41 (20) 3a (16) 
The provincial tax system 39 (17) Soe cru) 
The federal tax system 38 (18) 29° 12) 
Raising equity capital of 718) 34-6 (14) 
Payroll taxes, U.I.C., etc., 36 (13) 24 = (8) 
Personal lack of 

management skills 25: # (6) a6) iG) 
Preparing marketing plans Zoe Ce) Vee (>) 
Preparing financial plans 25 ~=(6) Bye bs) 
Dealing with labour laws Za AG) Loy Ano) 
Getting information on 

how to start a new business 20°" (5) Va GY 
Chapter Notes 


‘Ministry of Industry, Trade and Technology, internally commissioned research 
undertaken by the Creative Research Group. | 
“Ibid. | 
‘Ibid. | 
‘Tbid. 

‘Tbid. 

sTbid. 


Q Small Business Financing 


9.1 Sources and Availability of Capital 


Sources of Funds 


A characteristic of small businesses is under-capitalization. The initial 
capitalization of start-ups is often under $5,000 and frequently this is 
generated from combinations of personal funds, investments of ‘‘non- 
bankable’’ owners’ time (sweat capital) and the resources of friends and 
relatives (love money). The remaining financing needs are met by debt 
financing secured by personal as well as business assets. 

The structure of small firms’ balance sheets is far more likely to be 
characterized by short term liabilities than is that of their larger breth- 
ren. Recent research has shown that the smallest firms have a ratio of 
d9 percent liabilities to 45 percent equity, while large firms have a ratio 
of 41 percent liabilities to 59 percent equity. Table 9.1.1 details this. 
These balances between liabilities and equity are aggravated by the 
relationship between short and long term debt. The smallest firms 
carry 41 percent short term and 14 percent long term debt, whereas 
larger corporations have only 19 percent of their financing in short term 
debt.! 

In terms of financial performance, there is an irony in the fact that 
while the smaller firms create the majority of new jobs, acommensur- 
ate reward for this social contribution is not reflected in their financial 
results. As Table 9.1.2 shows, almost 60 percent of small firms fall out- 
side ‘‘normal’’ rates of return on assets (0 to 16 percent), while only 23 
percent of large firms do so. 

A contributing factor to the poor profit performance of the small 
business sector has been the rising level and cost of debt. The interest 
burden (calculated as interest/ profit before tax) has grown for compa- 
ties of all sizes. From 1979 to 1984, the interest burden for large com- 
danies grew from 20 percent to 42 percent. However, among small and 
medium sized firms (SMEs), the interest burden grew from 35 percent 
0 62 percent during the same period. The interest burden of small 
ims has been some 50 percent higher than the large company experi- 
nce but their profits have only been one-fifth and their profit margins 
me-third of those of the large firms. 

As Table 9.1.3 shows, the ratio of interest burden to profits com- 
ares unfavourably with the universe of Canadian industrial corporations. 
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Venture Capital 


senerally, the principal source of Start-up financing is generated by 
what one team of researchers has called the ‘‘Uncle Harry’’ group. 
Jncle Harry is an individual who has been persuaded to invest ina ven- 
ure because he is related to — or personally acquainted with — the 
yrincipal of the venture and who has invested primarily because of this 
sonnection.° A secondary source of funding is arranged through the for- 
nal venture capital market. | 

The Association of Canadian Venture Capital Companies includes 
iver 35 companies, all of whom have a minimum of $1 million in equity 
vestments available for such investments. They may not invest more 
han 20 percent of these funds into any one enterprise and their invest- 
nents are made with the clear understanding that they seek to liquidate 
he holding within a finite time period. 
_ Membership includes private venture capital firms, the Federal 
Susiness Development Bank, the Ontario Development Corporation 
nd several members of the chartered banking community such as the 
‘D Capital Group, Roynat and Roymark. Some larger corporations, 
uch as Northern Telecom Venture Capital Division and The Molson 
“ompanies Ltd., represent additional sources of venture funding and 
aany “‘schedule B”’ banks also provide venture capital funding. 
_ Some of the more frequently used sources of information about 
enture capital include ABC Assistance to Business in Canada, pub- 
shed by the Federal Business Development Bank and available ‘‘on 
ae’’ at most of its branches, Sources of Funds Index, published by SB 
apital Corporation Limited, and the Canadian Business Magazine 
anual survey of venture capital. In addition, most chartered banks and 
counting firms will offer advice to entrepreneurs concerning sources 
fventure capital. 
In practice, most of these companies will not invest funds of less 
jan a given amount. These minimum levels are typically between 
100,000 and $250,000, with some companies having lower limits of $1 
ullion. The average first-time investment by the members of the 
‘ssociation of Canadian Venture Capital Companies in 1982 was 
300,000. As one venture capitalist remarked recently, ‘‘I have to work 
shard to set up a $50,000 deal as I do a $500,000 one.”’ This attitude 
(Ss Caused many observers to conclude that the venture capital indus- 
y has not been geared to start-up investment. 
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A recent study of applicants that had been rejected by venture capi- 
tal firms showed that most were trying to raise less than $250,000.° 
Another study showed that the reasons for rejection given by the ven- 
ture capital firms are as shown in Table 9.1.4. 


Table 9.1.4 Venture Capitalists’ Reasons for Rejecting Application’ 


Reason % of responses 
Amount too small 47) 
Insufficient earnings . 17 
Inappropriate industry 13 
Economy bad 10 
Price too high 10 
Deal too risky 10 
Management not competent 6 
Not interested Lif 
Total 100 


Seventeen percent of these rejected applicants obtained financing 
from alternative sources, 15 percent of them from other venture capital 
firms. Only 10 percent stated that they had cancelled their project, 
lending credence to the generally accepted view that entrepreneurs 
who are strongly motivated eventually obtain start-up financing, regard- 
less of the financial hurdles that are placed in their way. The alternative 
sources are shown in Table 9.1.5. } 


Table 9.1.5 Other Sources Approached for Same Financing* 


Source Approached % of responses ~ 
Chartered bank ae 23 | 
Individual investors 42, 26 | 
FDBD 40 15 
Provincial govt. program 39 16 
Federal govt. program 34 18 
SBDC ah lis | 
U.S. sources 26 11 | 
Private placements 24 15) | 
Other (corporations & other institutions) 16 3 
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The Chartered Banks 


In December, 1985, the CFIB released the findings of a poll of its mem- 
bers concerning banking relationships.° Of the estimated 790,000 small 
businesses in Canada, 86.2 percent used a chartered bank as their pri- 
mary source of financing and 78.1 percent banked with one of the oe 
five.’’ At the end of the third quarter of 1985, the chartered banks 
reported $15.9 billion in loans outstanding to small businesses (an 
increase of $2 billion or 13 percent since 1982). Government guaran- 
teed loans make up about 10 percent of the banks’ small business loan 
portfolios. Small business and the major banks enjoy a relationship that 
Is very important to both parties; indeed, loans to small business repre- 
sent almost 25 percent of the banks’ total lending portfolios. 


___ Despite the strength of this relationship, more respondents 
expressed dissatisfaction with the five major chartered banks in 1985 
than in 1982 (31.1 percent versus 27.9 percent). 


In Ontario, according to the CFIB study, the ‘‘big five’’ small busi- 
jess market share was 93 percent. The National Bank accounted for 
|.3 percent of market share (27.8 percent in Quebec, 6.5 percent 
jationally), other chartered banks 0.9 percent (5.8 percent in B.C., 5.6 
dercent in Alberta and 1.6 percent nationally), trust and finance compa- 
ues 1.7 percent (1.0 percent nationally) and credit unions 2.4 percent 
_33.9 percent in Quebec, 17.4 percent in Saskatchewan, 12.9 percent 
a Manitoba, 12.7 percent in New Brunswick and 10.5 percent 
jationally). 


Generally, respondents reported higher levels of satisfaction with 
‘redit unions (85.2 percent), trust and finance companies (83.9 per- 
ent) and other chartered banks (77.2 percent) than with the ‘‘big five’’ 
‘68.3 percent). These perceptions may account for the fact that all but 
ne of the major banks’ share of the small business market had declined 
etween 1982 and 1985, and the shift by small business towards credit 

nions and cooperatives, trust and finance companies and other finan- 
Jal institutions has accelerated during the same period. 


Ontario, with more concentration of larger financial institutions 
han other regions, appears to sit at the lower end of the scale in 
vanada, with 69.4 percent of CFIB respondents claiming satisfaction 
ith the financial and banking services received. This compares with 
-E.I. 85.9 percent, Quebec 83.8 percent, Nova Scotia 79.8 percent, 
fanitoba 73.1 percent, New Brunswick 73.0 percent, Saskatchewan 
1.6 percent, Newfoundland 69.5 percent, Alberta 65.9 percent, B.C. 
9.8 percent and a national average of 71.7 percent. 
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The survey’s findings indicate a positive correlation between the 
number employed in a firm and the general level of satisfaction with 
banking services, the smallest firms being more often dissatisfied. 

The broadening of the services provided by regional banks and 
other financial institutions, together with the extension of competition 
proposed by several recent government discussion papers and bills (see © 
Section 10.2), will almost certainly hasten the recent trend of financial 
institutions to court the small business owner/manager. 

The shift from a manufacturing to a service and knowledge based 
economy has created certain puzzles for the banking and small business _ 
fraternities. Funding against the ‘‘hard assets’’ of small manufacturers 
is one thing, but start-ups in the service sector often only possess “‘soft - 
assets’’ suchas intellectual property rights, know-how or a team that 
has specialized skills that relate to a narrow market ‘‘niche’’ or speciali- _ 
zation; bankers find these assets awkward to use as collateraland our 
financial system regards them warily. 

The advent of the ‘‘post-industrial’’ era has ushered in a new wave 
of service companies whose owners tend to favor debt rather than | 
equity capital for start-up purposes and who tend to seek more leverage | 
than new manufacturing companies. This has created higher nsks and 
vulnerabilities for the lending institutions. 


9.2 Initial Capital Formation 


The Creative Research Group study of 501 incorporated and 360 unin- | 
corporated businesses revealed that the average start-up funding of 
new firms in Ontario was $27,000, and personal investment accounted — 
for 68 percent of this amount for incorporated owners and 73 percent 
for unincorporated owners. The owners of incorporated firms invested | 
more in their new businesses than the owners of unincorporated ones. | 
See Table 9.2.1. (This may be compared to the average initialinvest- 
ment made into business start-ups by franchisees described in Section 
6.1, ‘‘Franchising.’’) 

___ Both the age of the owner and the number of staff to be employed — 
in the new venture were correlated with the size of the initial invest- 
ment. Older business owners tend to put more personal capital into a 
new business as a percentage of the total investment. 

The relatively higher investment by males compared to females 
may add power to the critics of Canada’s financial system who argue 
that it discriminates against women. The male owners of new incorpo- 
rated companies invest an average of $27,900 (female $21,400), with 
$18,900 ($14,300) of this coming from personal sources. 
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Table 9.2.1 The Amount of Funds Invested by New I ncorporated and 
Unincorporated Business Owners in Ontario, 1982-1984 


Start-up funds 


$0-$5,000 

$5,000-$11,000 

$11,000-$21,000 
$21,000-$50,000 

‘over $50,000 

Don’t know/refused 

Average start-up investment (000s) 
_... of which being your own money 
-$0-$5,000 

-$5,000-$11,000 

-611,000-$21,000 

-521,000-$50,000 

ver $50,000 

Jon’t know/refused 


Average (000s) 


Incorporated % Unincorporated % 
16 24 
15 17 
16 19 
22 16 
28 18 

= 6 
$26.7 $20.8 
30 34 
18 20 
17 17 
16 13 
13 9 
6 7 
$18.1 $15.2 


The primary sources of start-up funds are from within the personal 


“esources of the new owners, with the principal secondary sources 


yeing banks and other financial institutions. Unincorporated firms lean 
nore heavily on relatives as sources of start-up capital. Of the compa- 
‘ues that had survived the three years since formation in 1982, about 50 


ercent had required additional funding for working capital and other 


teeds and they had tended to turn first to banks and other financial insti- 
utions. Tables 9.2.2 to 9.2.4 outline the start-up and subsequent finan- 


dal requirements and the sources that met the need. 


fable 9.2.2 Working Capital Requirements by Sector, Ontario, 1985": 


Less than $5,000- $11,000- 
vector $5,000 $10,000 $49,000 
% % 
- fanufacturing 2.0 1.0 
 ervice 41.9 16.2 
-letail 10.1 4.5 


Over 
$50,000 
% 
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Table 9.2.3 The Sources of Funds for New Incorporated and 
Unincorporated Business Owners in Ontario, 1982-1984" 


ES Ei ae ee 
Start-up funds Incorporated % Unincorporated % 
(beyond own money) 


ee a ge ee 


All start-ups 


Banks/other financial institutions 28 25 
Relatives 9 20 
Friends 6 a 
Other investors | 9 6 
Own money 

Partner 10 6 
Self finance/own capital is it 
Earnings/the business S 2 
Government aA 5) — 
Other <i005 1 


Sources for additional funding 
(Those needing and successfully 


raising additional 
financing) 
Banks/other financial institutions 74 60 
Relatives 13 18 
Friends 6 13 
Other investors 11 3 
Own money 
Partner 2 t 
Self finance/own capital 6 6 
Earnings/the business Z Lil 
Government 1 4 
Other 0 1 
Table 9.2.4 Sources of Funds by Sector, Ontano, 1985" 
Relatives/ 

Savings Bank friends Business Other 
Sector % % % % % 
Manufacturing OED al 0 ae az 
Service 61.2 6.2 20 2.0 oes 
Retail 16.3 2.4 o rv 9 
Total 80.0 8.7 3.2 2.9 3.4 
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adequate funding prior to the formation of new ventures, but the Crea- 
tive Research Group study implies that either this issue is well consid- 
ered by most business owners before start-up or its importance has 
been overstated. Fully 46 percent of the owners of incorporated firms 
and 47 percent of the owners of unincorporated firms report that they 
have had no need of additional financing. Forty-one percent of incorpo- 
rated owners and 40 percent of unincorporated owners needed addi- 
tional capital and were successful in obtaining it and only 12 percent of 
incorporated and 13 percent of unincorporated firms needed additional 
funding and failed to obtain it. 

When asked if they would go into debt in order to obtain more capi- 
‘tal, two-thirds asserted that they would, incorporated business owners 
being even more prepared to take that risk than the owners of unincor- 
porated firms. The business owners’ responses when asked what the 
additional funds would be used for can be seen in Chart 9.2.1. 


Financial experts and advisors frequently stress the importance of 
| 


Chart 9.2.1 Uses of Additional Equity in New Firms, 1985" 


Ecuire equipment (ee een ee 4 
a Pe 


Expand premises 


Hie sal ee ap «0 


Prepay loans 


Purctaseinventory [Tn 
Drawincome [IS 


= 
o1 
= 
= 
= 
o 
ie) 
SS 


255 30" 255) a0 © 25 0 
Percent 
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9.3 Government Programs 


Access to capital is the most pressing financial problem of newly formed 
small businesses. In response, both federal and provincial governments | 
have developed tax incentives and financing programs to address the 
equity capital needs of start-ups and young companies. 


Small Business Development Corporations 


Small Business Development Corporations (S.B.D.C.) were intro- 
duced by the government of Ontario in July, 1979. ““To encourage 
equity investment in Ontario-based small businesses, incentives are 
provided to those who buy shares inan S.B.D.C.(s) for the purpose of 
directing the invested funds to qualifying businesses.’’° 

S.B.D.C.s provide certain investors with a 25 percent tax credit 
(30 percent in Northern and Eastern Ontario) for investments made in 
businesses operating in the manufacturing, processing, tourism, book 
publishing or prescribed research and development industries. The | 
October, 1985, provincial budget widened the definition of eligible small _ 
businesses to include those companies undertaking computer software 
development of user-ready programs for sale, lease or license, provid- 
ing the employees of the small business carry out substantially all of the , 
research, programming and testing. The equity capital of the S.B.D.C. 
may not be less than $100,000 (except in Northern and Eastern 
Ontario, where it may be $50,000). | 

A small business is eligible for the S.B.D.C. tax credit when: 


° the small business employs fewer than 150 employees; 


{ 


° 75 percent of the employees’ salaries and wages are paid in 
Ontario; | 

® the investment is not re-lent, invested in land or re-invested out- 
side of Canada; | 


e the recipient small business’s principals are ordinarily resident in 
Ontario and the S.B.D.C. operates at ‘‘arm’s length’’ of the 
Canadian controlled small business. 


In its report to the Ontario Ministry of Treasury and Economics, 
Clarkson Gordon concluded that the S.B.D.C. program was 
=f -successfully meeting its objectives of supporting small business in 
Ontario through the encouragement of new equity investment by the 
private sector. The program is well received by participants, is lauded — 
by major small business organizations, and the efficient administration — 
by the Ministry of Revenue contributes to its success.’ : 


108 


_ Another measure of the program’s success is the lead given by 
Jntario, which has resulted in the establishment of S.B.D.C. programs 
n several other provincial jurisdictions. Ontario’s S.B.D.C. program 
1as been judged as “‘... the most successful of its kind.’’!” 

_ TheS.B.D.C. program is criticized, however, on two counts. 
‘irstly, many members of the small business community feel that they 
sould benefit from greater access to direct equity investment if the min- 
mum capitalization levels were reduced from $100,000 to $50,000 
icross the board. 

__ Another change promoted by many is the broadening of eligibility to 
nclude the service sector. The job creating power of the small service 
sompanies has been documented in Section 3.1. The business services 
sector in Canada grew from 23,000 firms in 1976 to about 42,000 in 
982, and the proportion of new jobs they created was even greater. 
service companies as a whole provided 55 new jobs for every million 
lollars of new sales compared to 70 in retail trade and 28 in manufactur- 


] 


ag. This is presented graphically in Chart 9.3.1. 


hart 9.3.1 Job Creation by Industry, Canada, 1978"* 
Retail 


970 


Service 
Construction 


Tanufacturing = 


Totaljobs O 
Direct jobs 


Finance eo 


0 10 20 30 40 30 60 70 80 
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As Table 9.3.1 shows, services and trade were the most potent job 
creating sectors of the economy at 37 percent and 21 percent respec- 
tively, followed at some distance by manufacturing and finance (10 per- 
cent each) and construction at five percent. It is notable, too, that the 
smallest companies in the service and trade sectors produced the lion's - 
share of the net new jobs. 

Although the S.B.D.C. program has assisted in the placing of 
investments averaging $185,000 in goods producing companies, two to 
three times as many new business formations, expansions and new jobs 
are created by the service companies compared to the goods producing 
companies. The job creation potential of the service sector is 2.8 times ~ 
that of the existing combination of manufacturing, processing, tourism, — 
book publishing or prescribed research and development industries. 
The job creation potential of S.B.D.C.s in the service sector, therefore, 
could be substantial if one also bears in mind that, according to Statistics 
Canada, manufacturers must invest approximately $75,000 to create ! 
one new direct job whereas service companies achieve the same result | 


with only $22,500. Looking at this issue in terms of fiscal pay-back has | 
already helped to point policy makers into new strate gic directions. 
According to a recent study.of 255 presidents of S.B.D.C.s, indi- 4 
viduals who invest in S.B.D.C.s are predominantly business executives 
or professionals. Also, S.B.D.C. investors were not motivated to | 
invest solely because of the existence of the S.B.D.C. program (87.4 
percent of total respondents), but also because they wanted to be 
involved in the process of management of the firms in which their capita 
was invested (62.5 percent). : 
When asked whether the desire for involvement was more or less 
important than the reduction of risk represented by ° ‘leveraging gov- | 


| 


| 
{ 
! 


Table 9.3.1 Percentage of Net Employment Change by Firm and Size | 
of Industry, Canada, 1974-1982" 


| 


Selected 0-19 20-49 50-99 100-199 200-499 500+ 
sectors 0% % % % % % Tot. 
Manufacturing 7 fi dad i euetee se Le ie oT 7.7 104 
Trade Cee eee ee hun eis 79 «oO 
Construction 6.6 -9.5  -0.8 -0.9 -0.1 0.6 5) 
Finance ane 0.6 (yes 0.1 0.3 4.6 10 
Services Pen 4.9 aa 1.9 1.4 9.4 37] 
i 
Total 54.7 18.5 0:6 te “24 yo94 100. 


“Total does not add to 100 percent vertically as only selected sectors are shown. 
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2mment funds under the S.B.D.C. scheme,’’ 40 percent felt it was 
Nore important, another 40 percent felt it was equally important and 20 


Small Business Loans Act 


‘nrecent years, loan guarantee programs have gained popularity as 
inancing vehicles for small businesses. In Canada, the largest such pro- 
“zram is the Business Improvement Loan Guarantee Program of the 
)z0vernment of Canada, created under the Small Business Loans Act 
'S.B.L.A.). The underlying concept behind this program is to deliver 


“me percent above prime. Although the recipient receives the funds 
‘com the financial institution, the government protects the institution 
rom default by underwriting 85 percent of the loaned amount. 

_ Small businessmen and women can use the loans to finance up to 
0 percent of the cost of equipment, including installation and 90 per- 
ent of construction costs. Refinancing of existing debts or working 
apital are not eligible. The financial institutions must pay the govern- 
ent a fee of one percent of the loaned amount at the time the loan is 
'2gistered. However, they are permitted to pass all or part of the costs 
fthis fee onto the borrower.?! Table 9.3.2 classifies S.B.L.A. loans by 
le type of lender. 

The average amount borrowed by each applicant has risen from 
8,909 in 1961 to $26,766 in 1983, and the number of borrowers has 
rown from 8,368 to 25,820 over the same period.” The type of busi- 
ss of the borrower is shown in Table 9.3.3. 

Research undertaken for The Canadian Banker’s Association by 
/1e University of Western Ontario reveals that 40 percent of loans 

| ade under the aegis of the Small Business Loans Act are made to 

| art-up companies compared to only 19 percent of regular high-risk 

| mpany bank loans. The study goes on to report that the $.B.L.A. 
/ogram results in a significant volume of term loans to small business 

| at would not have been made if the program had not existed. The 
‘thors concluded that as many as 50 percent of all S.B.L.A. borrowers 
'!ay have obtained other financing to supplement their S.B.L.A. loans. 
Especially encouraging is the fact that many loan recipients were 
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young firms or firms with new owners, less experienced management 
or firms unable to offer high levels of collateral support. S.B.L.A. recipi 
ents surveyed had reduced their borrowing costs by an average of | 
between 75 and 112 basis points. Finally, the study concluded that the 
S.B.L.A. program enables small businesses to obtain extended loan 
payment terms.” 


Banks 400 624 1,024 90.4 
Trust companies 19 16 4 3.1 
Credit unions 19 48 67 a9 
Other 2 3 5 0.6 


Table 9.3.3 S.B.L.A. Loans Classified by Type of Business ($ millions 


Type of business 1982 1983 Total %oftotal 
Wholesale 15 23 38 34 wf 
Retail 109 180 289 25.6 
Construction 38 63 101 8.9 
Manufacturing 44 is 117 10.3 
Service 185 276 461 40.8 
Transportation 45 70 115 10.2 
Communications 4 6 10 0.8 
Total 440 691 1,13) 100.0 
Taxation Policy 


Ina 1985 study of recently registered businesses in Ontario conducted 
for the Ministry of Industry, Trade and Technology, respondents were — 
asked if they were aware of the Ontario corporate income tax exemp- © 
Hb via if so, how they had applied the savings. This is shown in Table: 

Respondents of the survey were then asked how they would make 
use of the tax exemption savings. Table 9.3.5 indicates these results. | 
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‘able 9.3.4 The Awareness and Use of Savings from Corporate Tax 
rxemptions — Recently Registered Business Owners in Ontario® 


% 
ware of exemption 70.6 
ercent using the exemption 38.4 
As a percent of those aware) 54.4 
“mount saved in 1984 by those using the exemption: 
“nder $5,000 11-4 
ver $5,000 10.9 
ion’t know 77.6 


Jable 9.3.5 The Application of the Savings Derived from Corporate 
ax Exemptions — Recently Registered Business Owners in Ontario” 


% 

Mechased or leased equipment 48 
urchased inventory 37 
-ired staff 33 
aid down loans 25 
ivested in research and development 25 
aken as income 20 
ented or purchased more space 14 


Most of the firms surveyed could not remember the exact amount 
“money saved by the corporation tax holiday, but the average figure 
_rthose that did was $17,500. The comparison of the ranking between 
_hat small business owners would do with an extra $25,000 compared 
i what they actually used the corporation tax exemption for provides 
-linteresting contrast, as seen in Table 9.3.6. 


: able 9.3.6 The Actual Use of the Savings Derived from Corporate Tax 
_xemptions Compared to the Potential Application of $25,000 of 
dditional Capital — Recently Registered Business Owners in Ontario 
y Rank)* 


tential Actual 
Purchase or lease equipment 1. Purchased or leased equipment 
Hire staff 2. Purchased inventory 
Pay down loans 3. Hired staff 
Rent or buy more space 4. Paid down loans 
Purchase inventory 5. Invested in research and devlpmt. 
Take as income 6. Took as income 
7. Rented or bought more space 
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As can be seen, when business owners were asked on what they 
would spend an additional $25,000 of capital, they responded similarly 
though not exactly to the way they acted when they received additional 
funds in the form of a tax exemption. 

The third ranking use of funds is the hiring of additional staff, and 
the multiplier effect of tax incentives can be clearly demonstrated in 
Table 9.3.6. In the incorporated firms, the addition to the establishment 
was 2.9 full-time employees and half a part-time one. Even if these 
employees were paid the minimum wage for an average work week, 
their taxes paid would cover the corporation tax exemption. 


Computerized Ontario Investment Network 


The Ontario government has recognized the need for an efficient mech- 
anism to help bring business owners and potential investors together. 
These potential investors include wealthy individuals, particularly those 
who have made their wealth through their own entrepreneurial endeav- 
ors, as well as wealthy professionals. It has been estimated that the 
supply of informal risk capital far exceeds the institutional risk capital 
supply. Research has also established that this informal risk capital mar- 
ket operates very inefficiently because effective mechanisms do not 
exist to make suppliers and seekers of capital aware of each other. 

The Computerized Ontario Investment Network (COIN) has been 
created by the Ontario government and the Ontario Chamber of Com- 
merce to bridge this gap. 

COIN will be operated by the Ontario Chamber of Commerce as a 
non-profit enterprise. COIN will function in the following way: 


e business owners and investors apply, or are referred to, the 
Network database; 


@ business owners’ and investors’ needs are compared against a 
set of criteria to generate ‘‘matches’’; 


e all matches are communicated only to the relevant investors 
who, in turn, can decide whether or not to follow up. If the inves 
tor does so, the Network will send him/her a summary of the 
entrepreneur’s business plan. 
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New Ventures Loan Guarantee Program 


The New Ventures program guarantees loans up to $15,000 by private 
sector lenders such as banks, trust companies and credit unions to new 
small businesses. A matching equity contribution by the business 
owner is required; also, at least one new job, besides the owner’s, 

must be created. Loan recipients must be established in Ontario and 
begin operations within four weeks of receiving the loan. For the first 12 


months, participants will pay interest only at the rate of prime plus one 
percent. 
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l ¢ The Effects of Public Policy on the 
small Business Community 


10.1 Government Programs and Small Business 


Juring the mid-eighties, the extraordinary resilience of the small busi- 
less sector and its job creation power in a turbulent and changing econ- 
ymy caught the attention of policy makers. In February, 1985, the 
Minister of State for Small Business (itself a new governmental function 
esulting from a new awareness of these events) redefined the thrust of 
ederal government policy ‘‘...to create an environment for the small 
lusiness sector that is conducive to start-ups, investment and growth 
ind is free of major obstacles.’’ This followed an earlier assertion by the 
rime Minister that ‘‘Our goal is to unfetter the private sector — espe- 
lally the small business sector — so as to enhance that entrepreneurial 
pirit and creative genius that encourages risk, rewards productivity 
nd creates new economic opportunities for Canada.’”! 

The Province of Ontario is concerned with encouraging an environ- 
nent that is sympathetic to the formation of new businesses. 

The Small Business Branch of The Ministry of Industry, Trade and 
echnology seeks to effect a direct increase in the magnitude of new job 
pportunities available in Ontario through improving: 


¢ the climate for small businesses in Ontario; 


° the calibre of management skills employed in small business 
operation; and 


¢ the prospects for survival and growth of small businesses in 
Ontario. 


As part of this mission and in response to the identified needs of 
ew and established small businesses, the Small Business Branch has 
rganized its activities to provide advice and counsel and advocacy serv- 
€S on a province-wide basis. 
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Advice and Counsel Services 


Inadequate or unbalanced management skills are regularly identified? a: 
the major cause of known small business failure in Canada. In an 
attempt to reduce the number of new small businesses that fail and 
accelerate the growth of all Ontario small businesses, the Branch 
provides: | 
© more than 200 free or low cost seminars across the province on 
such topics as how to start a small business, marketing, product 
costing and productivity improvement; 7 


© approximately 150,000 copies of publications per year ona vari, 
ety of business planning and management topics; and 


e direct counselling to individuals. : 


| 

| 

The 304,000 small businesses in Ontario and the more than 
100,000 annual new starts provide a client base of such magnitude that 
the Branch has turned to other institutions, local governments and cor 
munity organizations to assist in meeting client demands. These local | 
agents include: | 


© 13 business faculties on 12 university campuses that provide lo 
cost consulting to small business; | 


© seven municipalities and community groups in Thunder Bay, 
London, the Region of Waterloo, Brantford, the City of York, — 
Kanata and Cornwall that are providing various combinations 0} 
advisory services, low cost space and common services as par) 
of the Community Small Business Centre program; | 


® five local women’s organizations in Thunder Bay, Sudbury, Loj 
don, Toronto and Ottawa that are addressing the unique needs 
established and potential women small business owners; 


TVOntario, producers of Frontrunners, a series on successful 
Ontario small business with a low cost companion home-learm; 
package; and 


pilot Self-Help Centres in ministry offices in Kitchener and 
Ottawa, testing the concept of a walk-in centre providing profe 
sional help, a quiet place to work, a complete array of business 
literature and computer services. 
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Access to these and other services is facilitated by the ministry’s 
[mestic Offices Branch, with 45 field officers in 18 offices across the 
ovince, and the Small Business Hotline — a toll-free province-wide 
‘ephone service. 

The focus of the majority of these services is the potential small 
isiness person or new small business. The emphasis is business plan- 
lig to better prepare the owner-manager to deal with contingencies 
jien they arise. Analysis of the age pattern of known business failures? 
ilicates a rapid decline in the rate of business failures beyond year four 
athey mature and management becomes more experienced. 

_ As partial measures of the increasing importance Ontario small 
bsinesses place on planning and management skill development, pilot 


: f-help centres are serving an average of 250 clients a month, the 
Siall Business Hotline is providing callers with information on rules, 
’ ulations and available services at an annual rate of 85,000, as shown 
harts 10.1.1 and 10.1.2. More than 16,000 Ontarians have volun- 


q registered as advisory service clients since April, 1985. 
Cart 10.1.1 Small Business Hotline — Enquiries, 19864 
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Chart 10.1.2 Self-Help Centres, Enquines by Month, 1986° 


Kitchener C 
Ottawa 


200 


180 


ee 
163 


160 


140 


Number of clients 


Apr. 


Jan. May June July Aug. Set 


Small Business Advocacy | 
In the area of public policy action, it is estimated that the Small Busines 
Advocacy unit of the Branch has identified and advocated on issues tha 
will have a beneficial effect on small business in Ontario worthover 
$500 million over the next four years. 

Small Business Advocacy staff work on virtually all aspects of legit 
lation and public policy that affect the owners of small firms and their; 
employees. Currently there are projects under way in the fields of taxé | 
tion, labour relations, business practices, financing, regulation and ecc 
nomic development. Recently, Small Business Advocacy has given 
special attention to the role of entrepreneurship in the development of. 
Northern Ontario. 

In the area of access to financing, Small Business Advocacy has 
participated in three recent initiatives. In concert with staff of the Min) 
tries of Revenue and Treasury and Economics, the unit advisedon | 
broadening the Small Business Development Corporations program t() 
help finance more firms in the service industries. Advocacy intervene| 
with the federal government, leading to new rules permitting invest- _ 
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ents via Registered Retirement Savings Plans in Canadian private 
mmpanies. Advocacy also helped design Ontario’s New Ventures pro- 
am of guaranteed loans for newly started companies. 

Advocacy participated in the inter-ministerial working group on pay 
juity, which produced the green paper published in 1985. Subse- 
tently, Small Business Advocacy studied the employment practices of 
nall firms with a view to advising on pay equity legislation. 

Along with the Ministry of Tourism and Recreation, Advocacy par- 
‘Ipated in a study of small business paperwork and regulation spon- 
red by the Federal Department of Regional Industrial Expansion. 
us study examined the problems experienced by small businesses, 
rticularly firms in the tourism field. 

Advocacy also advised the government on the question of the sale 
beer and wine in independent grocery stores and demonstrated the 
bstantial job creation benefits that would accrue if independent stores 
ceived licences to sell beer and wine. 

_ Small Business Advocacy has helped shape Ontario and federal leg- 
ation over the past two years. While there are no formal arrange- 

ants for early access to legislation, procedures have evolved within 

2 Ministry of Industry, Trade and Technology to alert Advocacy staff 
actions that have a bearing on the small business community. 


9.2 Deregulation 

1ere are a number of movements towards the deregulation of financial 
stitutions and vehicles in Canada. On July 3 of this year, Bill 87, the 
‘an and Trust Corporations Act, 1985, was withdrawn and a new first 
ading bill, the Loan and Trust Corporations Act, 1986, was intro- 

ced. Among other things, the new legislation provides for increased 
estment latitude for loan and trust companies, specifically participa- 
nin commercial lending. Small business owners have reason to be 
couraged by this development as it may result in loan and trust com- 
‘nies investing more in small business than they presently do. 

_ The 1985 Ontario Securities Commission report ‘‘A Regulatory 
amework for Entry Into and Ownership of the Ontario Securities 
lustry’’ proposes that non-residents be allowed to own up to 30 per- 
it of a securities firm and that Canadian financial institutions be 

Hwed to ownat least that much (presently they are allowed only 10 
cent). The proposals should lead to greater access to capital and a 
‘ire competitive securities environment, both of which will force secu- 
es firms to look more towards investment in small enterprises. 
Finally, on July 4, 1986, the Pension Commission of Ontario 


121 


released ‘‘Policy Recommendations for the Regulation of Pension Fun¢ 
Investments,’’ which included as one of its proposals that pension fund 
managers be given greater freedom and flexibility in making investmen’ 
decisions. Again, small business owners and entrepreneurs should be 
encouraged as pension fund managers are likely to now invest in | 
smaller, and perhaps riskier, businesses. | 


Regulatory Reform 
In September, 1984, a Ministerial Task Force on Program Review was. 
established by the federal government headed by the Deputy Prime | 
Minister, the Hon. Eric Neilsen. Members of the task force, which | 
included the Minister of Finance, the President of the Treasury Board! 
and the Minister of Justice, comprised 19 mixed private/public sector | 
study teams. These teams reviewed 989 programs and tabled their 
findings in December, 1985. The 146 federal regulatory and regulator 
related programs reviewed cost $2.9 billion in fiscal 1985-86 and | 
involved 35,000 public servants. The Neilsen Task Force estimated tk 
total cost of federal regulation to be at least $30 billion a year. | 

Regulation, according to the Neilsen Task Force, is ‘‘...the impos 
tion of rules by the state backed by the threat of sanctions with the 
objective of modifying or controlling private behaviour. ’’4 Deregulatio: 


Chart 10.2.1 New Ontario Government Regulations, Cumulative — 
Growth, 1979-1983° 
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»es not mean the total absence of regulation, but rather the reduction 
control of such critical factors as prices, conditions of entry and exit 
id other competitive or market-related issues. As the Neilsen Report 
ints out, ‘‘Such sectors [in the United States] as the airline, trucking, 
ancial and communications industries are not truly deregulated at 
. 4 6 

Twenty Ontario ministries have either a supportive or regulatory 
ationship with small business in the province; 27 federal departments 
ad agencies tax, license, regulate or assist these firms; municipal gov- 
gament agencies and departments add a further level of government 
ferface to the small business sector. Analysis of the Volume of Stat- 
i2s tells the story in Chart 10.2.1. 
| Afall, 1984, survey of 500 small businesses recently established in 
jtario revealed that 49 percent of those surveyed ranked ‘‘govern- 
int paperwork’’ as their number two problem (behind ‘‘profitability’’ 
() percent] and ahead of ‘‘finding customers’ [45 percent]). Chart 
) 2.2 highlights these. Paperwork was the number one issue for all 
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recently registered small business owners who employed staff, with 58 
percent of them citing this as a major concern.° 

A 1985 study of new business registrants in Ontario showed that, 
while recently incorporated firms spend 10 hours a week filling out gov- 
ernment forms (7.5 hours in unincorporated firms), only 2.3 hours was 
devoted to this chore by the owners, the balance being undertaken by 
employees (the same for the owners of unincorporated firms). 

A 1980 survey of firms employing 100 people or fewer found that 
dealing with government paperwork was an even greater burden than 
government regulation itself. Ontario small business owners believed 
that government paperwork rather than regulation was the greater bur, 
den (80 percent versus 20 percent) compared to Newfoundland (82 
percent versus 18 percent), P.E.I. (91 percent versus 14 percent), 
Nova Scotia (82 percent versus 18 percent), New Brunswick (88 per- 
cent versus 12 percent) and Quebec (78 percent versus 18 percent). 

Inall provinces except Quebec, small business owners believed a 
greater paperwork burden was imposed upon them by the federal than 
the provincial government. Ontario's small business owners reckoned 
that their provincial government accounted for 31 percent of the time 
that they spent in dealing with all governmentally initiated paperwork 
(versus 74 percent in Quebec, 37 percent in Saskatchewan, 24 percen 
in Manitoba, 22 percent in British Columbia, 21 percent in New Bruns- 
wick and Newfoundland, 17 percent in Nova Scotia, 15 percent in 
Alberta and 13 percent in Prince Edward Island). 

These studies have been conducted since 1975 to ascertain small 
business owners’ perceptions of their single most important business 
problem. In that year, ‘‘government regulations and paperwork’’ 
ranked first relative to other business concerns. A measure of the pro; 
ress that all levels of government have made in this area may be 
assumed from the fact that this issue, although remaining in the top fiv 
concerns, has been replaced by ‘‘inflation,’’ ‘‘quality of labour’’ and 
‘financing’ in recent years. Federal employee deductions are seen as 
the major source of government paperwork in all industry sectors’ Siz 
of firm and geographical location.° 

A 1981 study of the impact of economic regulation on small busi- 
ness, commissioned by the Economic Council of Canada, debunked tl 
popular myth that ‘‘small business is being crushed by regulation. "yt 
report pointed out that it was not the paperwork or the regulations thi 
impacted on small business owners so muchas the “‘.. .regulators wl 
are too often narrow in purpose, who lack understanding of the effect: 
of the regulations/paperwork they create or who have a very limited 
understanding of business.’’!° 
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The same study also found (again, contradicting popular opinion) 
iat, in 95 percent of cases, small businesses complied with economic 
‘gulations, initially absorbing the costs of compliance. Only 25 percent 
iss these costs on to their customers. Between one quarter and three 
larters of the costs are passed on by 15 percent of the small busi- 
2sses while 10 percent of this study group were found to discontinue 
‘avoid the line of business affected. 

Both the federal government and small business owners agree that 
ime government regulation of business is both necessary and desir- 
lle. The issues change with the times but this common philosophy 
‘evails. 

What is needed, however, is frequent reappraisal of the behavior 
at society seeks to modify and an overhauling of how regulation is 
stituted. Specifically, research into small business owners’ views sug- 
‘sts that the propensity towards paperwork creation must be curbed 
d government program officers should be trained to be more sensi- 
re to the special requirements of small business owners. 

Advocacy, referred to in the previous section, is complementary to 
regulation, and is an important method by which the government can 
isure sensitivity to the concerns of the small business constituency. 
nong some of the options available: 


Reforming the Regulatory Process 
iproving the process for developing new regulations by: 
ie mandatory analysis for proposed regulations; 
¢ publication of regulatory agendas; 
¢ institutionalizing Notice-and-Comment procedures; 


° legislative oversight, incorporation of sunset provisions and 
mandatory review; 


regulatory flexibility, enacting simpler rules for smaller firms: 


° exemption of small businesses from coverage of legislation. 


Selective Review 


‘minating or revising regulations that are outmoded, superfluous, 
enforceable or duplicative. A follow-up system can help to ensure 
itrevised regulations remain up to date. 
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3. Fullor Partial Deregulation 


Reducing or eliminating government control over a particular sector of 
industry or segment of economic activity. This can be accomplished in 
either an instantaneous or a phased manner. 


4. Self-Regulation 


The conferring of regulatory and disciplinary authority by the govern- 
ment to members of professional, trade or industry associations within 
4 sector of economic activity. Supervisory authorities are usually 
accountable to the government for the conduct of their regulatory 
activities. 


5. Contracting Out and Privatization 


Conceptually similar to self-regulation, the professional, trade or indus- 
try association regulates an economic activity while the government 
supervises and retains an element of control through provisions with 
the private regulatory body. 


6. Reducing Regulatory Costs 


In addition to some of the options described above, de-emphasizing 
compliance standards and placing greater emphasis on fines, liability 
remedies, taxation and charges can reduce private costs. Incentives 
can be used to encourage or prompt activities that would otherwise 

have to be induced by compliance standards. 


7. Re-orientation 


Changing the shape or shifting the intent of regulations. This can be 
achieved, for example, by emphasizing preventative rather than reme- 
dial measures. 


8. Inter-Governmental Regulations 


Eliminating or limiting areas of overlap in jurisdiction and enforcement 
and contributing to regulatory reform by alleviating duplication, incon- | 
sistencies and conflict. 
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Obscured by the many other findings, pronouncements and recom- 
1endations to be found in the Ministerial Task Force on Program 
‘eview are two statements that may be seen as harbingers of an impor- 
ant attitudinal change for small business and the entrepreneurs who 
tart, manage and build them in Canada. The report states, quite un- 
quivocally, ““The government recognizes the vital role of an efficient 
1arketplace and a dynamic entrepreneurial spirit in generating the 
ngoing economic growth needed to improve the standard of living for 
anadians and it recognizes that regulation should not impede those 
alues without the most persuasive justification. ’’!! 
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Minister of Industry, Trade and Technology 


[am delighted to present the second annual report on The State of 
Small Business. This report contains a wealth of information on the 
contribution of small businesses to job creation, the performance of 
successful young companies, and innovative government responses to 
he challenges of assisting the small business sector. 

The government of Ontario’s commitment to stimulating and 
=ncouraging the entrepreneurial spirit continues unabated. Recent 
nitiatives have included the formation of an entrepreneurship 
subcommittee of the Premier’s Council, measures to bring 
antrepreneurship into the province’s schools and universities, a network 
if self-help centres and an investment coordinator for small business 
*stablished in Eastern Ontario. In Northern Ontario, entrepreneurship 
s the driving force of renewed community strategies for diversifying the 
‘egion’s economy and creating jobs. 

The Committee of Parliamentary Assistants for Small Business and 
his government will continue to look for new and better ways to create a 
ertile environment in which entrepreneurship may grow and flourish, to 
he greater prosperity of all Ontarians. 
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Monte Kwinter 
Minister 
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Ministre de l’Industrie, du Commerce et de la Technology 


Je suis trés heureux de présenter le deuxiéme rapport annuel sur La 
situation des petites entreprises. Ce rapport est une mine de 
renseignements sur la contribution des petites entreprises a la création 
d’emplois, le rendement des jeunes compagnies prospeéres et les 
réponses innovatrices du gouvernement aux défis que présente l’aide au 
secteur des petites entreprises. 

Le gouvernement de I’ Ontario reste prét a stimuler et a encourager 
esprit d’entreprise. Les initiatives récentes portent notamment sur la 
formation d’un sous-comité du Conseil du premier ministre sur l’esprit 
d’entreprise, des mesures visant a introduire |’ esprit d’entreprise dans 
les écoles et universités de la province, un réseau de centres d’entraide — 
et un coordonnateur des investissements pour les petites entreprises 
établies dans l’Est del’ Ontario. Dans le Nord de !’ Ontario, |’esprit 
d’entreprise est la force motrice des nouvelles stratégies 
communautaires instaurées pour diversifier l’économie de la région et 
créer des emplois. 

Le Comité des adjoints parlementaires pour les petites entreprises | 
et notre gouvernement vont continuer a rechercher de nouvelles facons | 
de créer un milieu fertile ol!’ esprit d’entreprise pourra s’épanourr et se 
développer, pour le plus grand bien de tous les Ontariens. 

Le ministre, 


Monte Kwinter 
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Committee of Parliamentary Assistants for Small Business 


November 1, 1987 


Uhe Honourable Monte K winter 
Vinister 

Vinistry of Industry, 

[rade and Technology 

ith Floor, Hearst Block 

Queen’s Park 
toronto, Ontario 


Jear Mr. Minister: 


‘am honoured to present to you the second annual report on The State of 
imall Business. This report, like its predecessor, contains significant 
esearch findings on the contributions small business enterprises and 
heir owners make to Ontario’s continuing economic prosperity. 
__ The Committee of Parliamentary Assistants is proud to be the small 
lusiness community’s forum for dialogue with the government. 

As Ontario’s Small Business Advocate and on behalf of the 


ommittee, I thank you for the support you and your Ministry staff have 
Iven us. 


ours sincerely, 


‘ick Ferraro, MPP 
hhairman 


ommittee of Parliamentary Assistants 
for Small Business 


Bp.) 


——_ 


“ae 
Comité des Adjoints Parlementaires pour les Petites Entreprises 


Le 1* novembre 1987 


L’ honorable Monte Kwinter 
Ministre 

Ministére de |’ Industrie, 

du Commerce et de la Technologie 
8e étage, Edifice Hearst 

Queen’s Park 

Toronto (Ontario) 


Monsieur le ministre, 


J’ail’honneur de vous présenter le deuxiéme rapport annuel surLa 
situation des petites entreprises. Comme son prédécesseur, ce rapport — 
contient d’importants résultats de recherche sur la contribution des 
petites entreprises et de leurs propriétaires au maintien de la prospérité 
économique de |’ Ontario. | 

Le Comité des adioints parlementaires pour les petites entreprises 
est fier de servir d’intermédiaire dans le dialogue entre le monde des 
petites entreprises et le gouvernement. 

En tant que défenseur des petites entreprises de I’ Ontario et au 
nom du Comité, je vous remercie de l’appul que vous nous avez accorde, 
vous-méme et le personnel de votre ministére. 

Veuillez agréer, Monsieur ie ministre, l’expression de mes 
sentiments distingués. 


Le président, 
Comité des adjoints parlementaires 
pour les petites entreprises, 


Rick Ferraro 
Député 
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Parliamentary Assistants for 
Small Business 


s is our second annual report to the Legislature on the State of Small 
iness in Ontario. Our task is, first of all, to take stock of the health of 
small business community and its relations with the Government of 
ntario. We are also casting our vision forward to identify the challenges 
opportunities facing Ontario entrepreneurs and business owners. 
politicians, the most demanding part of our assignment is to propose 
priorities for action on small business issues. 

_ We have come through an unusual period in the political history of 
Ontario. For two years, important items on the legislative agenda were 
set out in advance in a highly formal and specific way. The government 
proceeded with great fidelity and energy to fulfill its commitments in the 
fields of health care, status of women, worker protection and job 
creation. As members of the Legislature and parliamentary assistants, 
members of the committee were well placed to scrutinize this legislation 
in light of the concerns of small business owners. In our view, the 
government met its reform objectives with sensitivity to small business. 

_ Inaddition, the government took action to improve the preparation 
lofnew entrepreneurs, increase their chances of success and raise public 
awareness of the importance of small business in the province. The 
‘Speech from the Throne for 1987 announced measures to bring 
entrepreneurship into the province’s schools and universities. It made 
‘small business the cornerstone of regional economic development, a 
strategy we recommended in our first annual report. 
ve Although the small business community has benefitted from these 

positive measures and from consideration of its concerns in the drafting 
of legislation on pay equity and occupational health and safety, there is as 
et no specific safeguard in Cabinet decision-making to protect the 
Interests of small business owners. We identified this challenge a year 
‘ago and it remains to be addressed. 


ASafeguard for Small Business 


The Minister of Industry, Trade and Technology asked the committee in 
November 1986 to come up with a strategy to reform the way the 
et makes policy and legislation that affect small business, and 


ll 


the 1987 Speech from the Throne confirmed this mandate. We arenow 
in a position to propose a safeguard the small business community | 
needs. | 

Increasing regulation is a problem for small business owners. In 
fact, over 4,000 new Ontario regulations were introduced from 1982 to 
the present. A December 1986 federal-provincial study analyzed small 
business regulatory problems and paperburden. In other parts of 4 
Canada, small business owners said provincial governments accounted 
for a much smaller share of the problem than the Federal government. In | 
Ontario, regulation was a more serious concern, with the Province 
equalling the Federal government as a source of regulatory costs and 
paperburden for small businesses. 

Small business owners have said that regulating for big busines 
doesn’t fit the needs of small businesses. The enlightened response is to | 
regulate with flexibility, fulfilling broader public policy goals and reducing | 
the disproportionate impact on affected groups. This is possible, and 
reasonably easy to do. Some regulatory agencies in Ontario are leaders _ 
in this concept. Others apply techniques of analysis and adjustment less | 
consistently and thoroughly. : 

Over the past year, the government has made Cabinet decision- 
making more systematic and professional. It has provided for | 
consultation on the interests of groups such as native people, the | 
disabled, seniors, francophones and women. All Cabinet submissions | 
must include a statement on the economic impact of proposals. There is | 
as yet, however, no provision for including in the economic impact | 
statement the impact of proposed policy changes and new laws onthe | 
small business community, although data show that regulation is three — | 
times more costly for small businesses than it is forlarge businesses. 

It is obvious to us as members of the Legislature and parliamentary | 
assistants who also have responsibilities 1 in the various ministries that 
small business needs formal status in the government’s decision-making | i 
procedures. This will ensure that the needs of small businesses are 
regularly and thoughtfully reviewed when the government considers new 
initiatives that have significant impact on them. When powerful 
interests, whether within or outside the government, are at work, small 
business owners need effective advocacy within the system at the 
highest level. 


. We are proposing a simple system which will ensure that public 
policy goals are met and small businesses, the prime job generators in 


our economy and contributors of considerable wealth, are regulated 
appropriately. i 
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If regulators consider, in an orderly fashion, several questions 

_ before developing policy, they can take care that the regulations they are 
| developing will be neutral to small business. Including such questions in 
| the economic impact statement appended to Cabinet submissions would 
_ help ensure that the proposed course of action would not adversely 
| _ impact one of the province’s major interest groups. 
Experience shows that if questions are answered and analysis 
_ performed before a regulation is initiated, it is likely that most of the 
_ adverse impact on small businesses can be eliminated. Therefore, this 
_ would seem to be the easiest method for ensuring flexible regulation for 
_ small businesses. 
| In fact, what this would do is simply formalize the existing good 
| practices which exist in many Ontario ministries and agencies and 
_ ensure that the best practices for regulation are followed throughout the 
- entire public policy process. Without a formal system, tremendous 
_ energy is expended in trying to intercept proposals before they reach 
_ the Cabinet. 
| 
| Key Impacts to Consider 
| The statement would identify how many of the province’s small 
_ businesses would likely be affected by the proposal. In addition, effects 
_onsectors, industries, or regions would be shown. The initiator would 
_ be asked to assess whether there would be small business closures, 
whether profitability would be reduced and whether the proposal would 
create or cost jobs. The statement would ask the initiator to consider 
_ ways to reduce paperburden. 
| Finally, the initiator would be asked to explain why flexible 
_ regulation may have been rejected. As well, the statement would set out 
| the results of consultations with small business, trade associations and 
Fe dividual owners, and a communications plan for disseminating 
‘ information to small businesses. To assist in developing good impact 
_ Statements, proposals which have an impact on small business should be 
_Teviewed by Ontario’s Small Business Advocate with staff assistance 
' from the Small Business Advocacy unit of the Ministry of Industry, 
| Trade and Technology. 


| 
| 
| 


‘What It Can Accomplish 


The inclusion of small business in the economic impact statement would 
Provide an orderly and systematic procedure for evaluating the effects of 
proposals before Cabinet as they affect small businesses. It would help 


prevent excessive, inappropriate regulation of small businesses and 
release entrepreneurial energies which would otherwise be drained 
away on non-productive tasks. 

In short, the statement would add small business to the current 
impacts which Cabinet considers. The process would be similar to that _ 
followed in the development of the pay equity legislation, which featured 
thorough consultation and negotiation with interested parties. 


Improved Representation for Small Business 


Considering how the government and the small business community 
have interacted over the past year, we conclude that the government 
sought input from business and business associations found ways to 
express their views. At the same time, we think that more effective 
means must be found to represent the small business community. When 
the government is bent on meeting a strong public demand for action and 
has adopted a firm line of policy, such as we have seen in the fields of 
labour legislation and environmental protection, then it is vital that the 
business community work with government to find solutions. 

We are convinced that a new forum for small business input is 
needed. : 

The Committee of Parliamentary Assistants has given association ™ 
and business owners an address in the Ontario Government. We have 
worked hard to provide coordination and consultation. We have found it _ 
hard, however, for the committee as a whole to meet with all of the : 
business associations and leaders on a timely basis. This leads us to 
propose that the government establish a private sector Advisory 
Committee on Small Business to work with the Minister of Industry, 
Trade and Technology and the Committee of Parliamentary Assistants. 
We see this as a working forum that will help devise practical solutions 
on policy issues and legislation of the day. It would be fairly compact, 
well-informed and broadly representative. It would have impact and 
access at an effective political level. 


Mandate and Achievements for Small Business 


In January 1987, membership in the committee grew from seven to 

eleven parliamentary assistants, embracing the Ministries of Northern - | 
Development and Mines, Education, Environment, Health and 
Management Board of Cabinet. The expanded committee continuedto | 


function under the four-point mandate originally set by Premier David 
Peterson: | 
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1. to demonstrate to the business community that the Ontario 

_ Government has a positive, coordinated approach to small business 
— Owners; 

| 


2. to consider existing programs for small business and ensure that they 
| are effective, accessible and designed to provide maximum benefit; 


3. to develop a process for reviewing existing regulation and screening 
__ hew legislation and rules to make them as responsive as possible to 
the realities of doing business; and 


A, to advise the government on new ideas and initiatives in support of 
__ small business. 


The committee has progress to report in all of these areas. 


A E positive, Coordinated Approach 


‘owners and their associations to be heard in government. Consultation 

Meetings organized by the Small Business Advocacy unit of the Ministry 
of Industry, Trade and Technology were an important point of access and 
| gave the business community the opportunity to come together and 
formulate common positions. The Canadian Federation of Independent 
Business, Canadian Organization of Small Business, Canadian 
‘Manufacturers’ Association, Ontario Chamber of Commerce, Retail 
Council of Canada, Retail Merchants’ Association, Ontario Trucking 
| Association and the Council of Ontario Construction Associations, 

/among others, participated regularly in these meetings. Through this 
forum, the Committee of Parliamentary Assistants took account of 
informed small business views in its advice to the government. This 
‘channel of communication was highly productive on leading issues such 

| as pay equity, workers’ compensation reform and response to the 
Federal White Paper on tax reform. 


; A top priority of the committee is to provide a forum for small business 
| 


Ontario Programs for Small Business 


'The committee worked closely with Ministry and Ontario Development 
Corporation staff on the implementation of the New Ventures 
guaranteed loan program. In its first year of operation, participating 
‘lenders approved over 3,000 loan applications for a total value of over 
$40 million. The popularity of New Ventures financing for new 
businesses was unprecedented. The program exceeded targets set for 
reaching women in business and the northern and eastern regions of the 


| 
; 
| 
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province. Women accounted for 26 per cent of the borrowers; loans to | 
the north and the east made up 29 per cent of the total funds advanced. 

Also in the financing arena, the committee advised the government _ 
to broaden access to the Small Business Development Corporations | 
program, a Ministry of Revenue initiative that had been restricted to 
only a few types of businesses. In the 1987 budget, the Ontario 
Treasurer announced that the SBDC program would expand to a wider — 
range of firms in the service industries. 


Responsive Legislation 


The committee and its Chairman, in his capacity as Ontario’s Small 
Business Advocate, took strong positions on the province’s pay equity 
legislation. The resulting Pay Equity Act is favourable to small firms y 
while advancing the government’s goal of improving the status of women » 
in the job market. Firms having fewer than ten employees are exempt 
from the legislation and small businesses with fewer than 100 employees 
are permitted a substantial phase-in period for compliance. At the same | 
time, the committee is optimistic that many small businesses willsee 
voluntary compliance as good business practice and progressive | 
employment policy. The committee notes that over 80 percent ofthe — 
owners of young Ontario companies agreed that the government should | 
pass legislation to make sure that women and men in the private sector 
receive equal pay for work of equal value. 
The committee worked closely with the Minister of Labour to 
ensure that small business interests would be protected and small 
business associations carefully consulted on new legislation. The | 
Minister of Labour met with the committee on February 10,1987 and 


gave his undertaking that the Ministry of Labour would consult i 
comprehensively on amendments to the Employment Standards Act and | 
workers’ compensation reforms. Small business interests were | 
subsequently considered in drafting the bill on occupational healthand = 
safety and legislation on plant closings and severance protection for 1 
workers. The small business community greeted proposals for reform of 
liquor regulations with broad support when the committee for the review | 

4 

{ 


i 


of Ontario's liquor regulations, headed by Steven Offer (MPP 
Mississauga), a member of this committee, submitted its report to the 
Minister of Consumer and Commercial Relations. 


New Ideas and Initiatives q 


In its 1986 report on the State of Small Business, the committee 
recommended that the government make small business a central 
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element of regional development strategy. As Albert Shapero wrote: 


__ Small businesses are personal and local. Small businesses are 
products of their local economies and cultures, and the 
business decisions made by their owners are permeated with 


__ consideration for the communities in which they live and carry 
_ ontheir businesses.! 


__ Premier David Peterson underscored this logic when he said that 
the economic renewal of Northern and Eastern Ontario would depend 

on hundreds of small solutions emerging in local communities. In the 

1987 Throne Speech, the government reinforced community-based 

initiatives with announcements of small business programs for Eastern 

Ontario. The Eastern Ontario Small Business Network will link new 

rovincial services, suchas local self-help offices, with existing 

‘esources. 

The committee is also pleased to note that the Premier’s Council 

aas formed an entrepreneurship sub-committee headed by D.C. 

Nebster, President of Helix Investments Ltd. The Premier’s Council 

tas endorsed proposals for a major convention, scheduled for May 1988, 
0 promote entrepreneurship and investment in Ontario companies. The 

vouncil is also funding university and college-based centres for 

ntrepreneurship. Building our long-term entrepreneurial strength 

‘emands the full support of our educational system. The committee 
Pplauds moves to introduce a high school curriculum in 

-ntrepreneurship now under development in the Ministry of Education 

1 cooperation with local school boards. The Ministries of Industry, 
Tade and Technology and Education are also at work ona program of 
ntrepreneur school visits to alert more Ontario young people to the 

‘ption of a small business career. 

__ For the coming months, we have given ourselves the job of 
eveloping a second major initiative in small business financing, building 
nthe success of New Ventures which has provided start-up loans to 

iousands of small businesses. The challenge now is to find better ways 
capitalizing businesses led by our best entrepreneurs to help them 

_chieve their fast growth potential and become nationally and 

 ternationally competitive firms. In Peter Drucker’s view, this is “the 

-eatest help government can provide the entrepreneurial economy”: to 

_sSuage the most crippling ailment of expanding enterprises, their 


eeeert—“CiO—OsO—stsOOCONONONONNOiCOisSCS:Sstsi ‘iON 
bert Shapero, “Why Entrepreneurship?”, The Ohio State University, 1984. 
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chronic cash shortage.” 
We identify the field of tax reform as another crucial arena for small 
business in the days ahead. Ontario’s Small Business Advocacy group 
has worked with business associations and expert advisors to develop 
common positions on the federal proposals. Tax reform is high on our 
agenda and we would make it a key issue for consultation with the new 
advisory body we are proposing. The Federal government and the 
provinces must work hard to devise a National Sales Tax that will be 
simple for small business owners to comply with and reduce rather than 
compound the burden of government paperwork. 


The Second Annual Report on 
Small Business in Ontario 


Our first report to the Legislature in December 1986 concentrated on 
the remarkable, ever-rising tide of new business formations in Ontario. | 
Business starts have doubled since the late 1970's, reaching 115,000 
new registrations in the year ending March 1987, including almost 
40,000 incorporations. The mass phenomenon of entrepreneurship w 
documented a year ago has continued and even strengthened as the 
Ontario economy surged forward. The job creation record of small 
businesses, which helped the province through the recession of 1981- 
82, has been sustained in the good years as well. 

This year’s report includes new information on the dynamic gro 


government programs. 


The Small Business Challenge 


We have tried hard, as members of a new government, to look forward { 
and formulate a vision for small business. The newly-elected : 
government has some similarities with and some obvious differences a 
from the one in which we have served for the past two years. The new | 
government is similar in that it has deep and serious commitments to 
reform in the fields of worker protection, environment, community- | 
based services to the elderly and education. The people of Ontario have) 
sought and have received open, progressive and responsive 4 
government. 


2Peter Drucker, “Our Entrepreneurial Economy”, Harvard Business Review, J anuary | 
February, 1984. . 
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This government has the will and the mandate to implement change. 
ere is a tendency to err, we are more concerned about the risk of 
sensitivity and lack of balance than false starts and indecision. Our job 
jill be to keep the government attuned to small business concerns even 
proceeds to meet public expectations of reform. We know that a 
urable environment for entrepreneurship is a precious resource in 
tario. We have a superb business climate and well-founded 

ceptions that this province is the best place to start a business. _ 
We are convinced that preserving these conditions, particularly 

na strong government with a dynamic agenda, requires new 
sures to put the machinery of government under self-discipline. The 
ernment of Ontario must never become a high-handed juggernaut 

g over the interests of the small business community. 


_ This leads us to propose, first, that the government reform 
he Cabinet decision-making system to provide for formal 
onsultation and study of the impact on small business whenever 
ew policy, legislation or regulations are considered that have 
ignificant effects on the small business community. Small business 
mpact should be evaluated in the economic impact statements 
equired in preparation for Cabinet decision-making. 

Secondly, we are recommending a private sector Advisory 
Committee on Small Business to work with the Minister of 

| Industry, Trade and Technology and the Committee of 
Parliamentary Assistants for Small Business on integrating the 

_ leading issues affecting small business with the government’s 

| legislative program. 

| Finally, we are making equity financing and tax reform our top 
| hew priorities for the year ahead. We will make it our business to 

| Pay attention to the federal-provincial negotiations on tax reform 

| and work with the Treasurer of Ontario to ensure that the Canadian 
| tax system preserves and strengthens the incentive to be an 

| _ entrepreneur in Ontario and to invest in the future of our small 


| businesses. 
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apport du comité des adjoints | 
arlementaires pour les petites. 


Breptises 


cinotre deuxiéme rapport annuel a l’Assemblée législative sur la 
ation des petites entreprises en Ontario. Notre tache consiste, avant 
t, a évaluer la situation des petites entreprises et leurs relations avec 
ouvernement de l’Ontario. Nous jetons également un regard sur 

enir afin d’identifier les défis et les opportunités qui attendent les 
repreneurs et les propriétaires d’entreprise de I’ Ontario. En tant que 
ticiens, la partie la plus difficile de notre tache consiste A proposer 
priorités d’action dans le domaine des petites entreprises. 

Nous venons de traverser une période inhabituelle dans l’histoire 
tique de l’Ontario. Pendant deux ans, les points importants du 
gramme législatif ont été établis a l’avance d’une facon trés formelle 
récise. Le gouvernement a entrepris avec beaucoup de fidélité et 
nergie de remplir ses engagements dans le domaine de la santé, de la 
dition féminine, de la protection des travailleurs et de la création 
mplois. En tant que députés et adjoints parlementaires, les membres 

omité étaient particuliérement bien placés pour étudier la législation 
S la perspective des propriétaires de petites entreprises. A notre 

, le gouvernement a atteint ses objectifs de réforme en restant 
sible aux problémes des petites entreprises. 

En outre, le gouvernement a pris des mesures pour améliorer la 
paration des nouveaux entrepreneurs, augmenter leurs chances de 
ces et rendre le public plus conscient de l’importance des petites 
¢htreprises dans la province. Le Discours du Trone de 1987 annoncait 
les mesures visant a introduire |’ esprit d’entreprise dans les écoles et 
Miversités de |’ Ontario. Il faisait des petites entreprises la pierre 
gulaire de l’expansion économique régionale, stratégie que nous 
vions recommandée dans notre premier rapport annuel. 

Bien que les petites entreprises alent bénéficié de ces mesures 
Ositives et de la prise en compte de leurs préoccupations lors de la 
sdaction de la législation sur l’équité salariale et la santé et la sécurité 
avail, iln’y a toujours pas de garantie particuliére dans le processus 
rises de décision du Conseil des ministres pour protéger les intéréts 

S propriétaires de petites entreprises. Nous avions signalé cette 
‘tuation il y a un an et elle reste toujours en suspens. 
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Une garantie pour les petites entreprises 


Le ministre de l’Industrie, du Commerce et de la Technologie a 
demandé au Comité en novembre 1986 de lui présenter une stratégie en 
vue de réformer la facon dont le gouvernement élabore les politiques et 
les lois qui touchent les petites entreprises et le Discours du Tréne de 
1987 a confirmé ce mandat. Nous sommes maintenant en mesure de 
proposer la garantie dont les propriétaires de petites entreprises ont 
besoin. 

La réglementation croissante pose des problemes aux propriétaires 
de petites entreprises. En fait, plus de 4 000 nouveaux reglements de 
Ontario ont été introduits depuis 1982. Une étude fédérale-provinciale 
de décembre 1986 a analysé les problemes de réglementation et de 
paperasse touchant les petites entreprises. Dans d’autres régions du 
Canada, les propriétaires de petites entreprises ont déclaré que le 
gouvernement provincial était beaucoup moins génant que le 
gouvernement fédéral. En Ontario, la réglementation était un probleme 
plus grave, car on estimait que la province était a é galité avec le 
gouvernement fédéral au niveau du cout de la réglementation et de la 
paperasse administrative pour les petites entreprises. 

Les propriétaires de petites entreprises ont déclaré que les 


réglements visant les grosses entreprises ne répondent pas aux besoins | 


des petites entreprises. La solution éclairée consisterait a réglementer 
de facon souple, afin de réaliser les objectifs d’ensemble des politiques 
publiques et d’en réduire les effets disproportionnés sur les groupes 
concernés. C’est non seulement possible, mais aussi assez facile a 
réaliser. Certains organismes de réglementation de |’ Ontario sont des 
pionniers de ce concept. D’autres appliquent les techniques d’analyse et 
de rajustement de facon moins uniforme et moins minutieuse. 

Au cours de la derniére année, le gouvernement a rendu le 
processus gouvernemental de prises de décision plus systématique et 
professionnel. Ila prévu des consultations concernant les intéréts de 
groupes tels que les autochtones, les personnes handicapées, les 
personnes gées, les francophones et les femmes. Toutes les 
propositions au Conseil des ministres doivent contenir une déclaration 
concernant leur impact économique. Pour |’instant, toutefois, on ne 
prévoit toujours pas de déclaration concernant l’impact des 
changements de politique proposés et des nouvelles lois sur les petites 


entreprises, bien que les données montrent que la réglementation cotite © 


trois fois plus cher aux petites entreprises qu’aux grandes. 
Ilnous semble évident, en tant que députes et adjoints 
parlementaires exercant certaines responsabilités dans les divers 
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“ministéres, que les petites entreprises doivent étre représentées 
Officiellement dans le processus gouvernemental de prises de décision. 
Ainsi, les besoins des petites entreprises seront examinés 
réguliérement et soigneusement chaque fois que le gouvernement 
envisage de prendre de nouvelles initiatives qui les touchent de pres. 
Lorsqu il y a des intéréts puissants en jeu, que ce soit al’intérieur ou a 


‘Yextérieur du gouvernement, les propriétaires de petites entreprises 
: p 


ont besoin d’avoir un défenseur efficace au plus haut niveau au sein du 
systéme. 

__ Nous proposons un systéme simple qui assurera la réalisation des 
objectifs des politiques publiques et la réglementation appropriée des 
\petites entreprises, qui sont les principales créatrices d’emplois dans 
‘notre économie et productrices d’une richesse considérable. 

____ Siles fonctionnaires chargés de préparer les réglements se posent 
systématiquement plusieurs questions avant d’élaborer leurs politiques, 
ils pourront s’assurer que les réglements qu’ils élaborent ne nuiront pas 
aux petites entreprises. Inclure ces questions dans une Déclaration 
‘dimpact économique sur les petites entreprises annexée aux 
‘soumissions au Conseil des ministres permettrait de s’assurer que la 
vole proposée n’aura pas d’ effet néfaste sur |’un des principaux groupes 
‘dintérét de la province. 

| L’expérience montre qu’en répondant a ces questions et en 
effectuant l’analyse avant d’amorcer le processus de réglementation, il 
est possible d’éliminer la plupart des effets néfastes sur les petites 
entreprises. Par conséquent, il semblerait que ce soit la méthode la plus 

I ile pour assurer une réglementation souple aux petites entreprises. 

___ Enfait, cette mesure ne ferait que rendre officielle les bonnes 
dratiques qui existent déja dans de nombreux ministéres et organismes 
‘ntariens et étendre l’application des meilleures méthodes de 
“églementation 4 l’ensemble du processus des politiques publiques. 

Sans un systéme officiel, on consacre énormément d’ efforts a essayer 


Vintercepter des propositions avant qu’elles parviennent au Conseil des 
ninistres. 


2 ~ e 2 
facteurs clés a considérer 


a déclaration devrait indiquer combien de petites entreprises de la 
rovince seraient vraisemblablement touchées par la proposition. En 
putre, elle indiquerait également les effets sur les divers secteurs, 
Ndustries et régions. L’auteur de la réglementation devrait évaluer le 
‘Isque de fermeture de petites entreprises, de réduction de leur 
irofitabilité, ainsi que la probabilité de création ou de suppression 
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d’emplois. La déclaration demanderait a l’auteur de la réglementation de | 
trouver des moyens de réduire la paperasse administrative. 4 

Enfin, l’auteur devrait expliquer pourquoi une réglementation plus _ 
souple a été rejetée. En outre, la déclaration indiquerait les résultats des | 
consultations tenues avec le secteur des petites entreprises, les - 
associations commerciales et des propriétaires d’entreprise, ainsi qu'un | 
plan de communications en vue de diffuser les renseignements aux 
petites entreprises. Pour aider les responsables a préparer de bonnes 
déclarations d’impact, les propositions ayant un impact sur les petites 
entreprises devraient étre examinées par le défenseur des petites 
entreprises, avec l’aide du personnel de I’Unité de défense des petites 
entreprises du ministére de I’ Industrie, du Commerce et de la 
Technologie. 


Que peut donner cette déclaration 


L’inclusion des petites entreprises dans la Déclaration d impact 
constituerait une procédure ordonnée et systématique d’évaluation de 
effets des propositions présentées au Conseil des ministres sur les 
petites entreprises. Elle permettrait d’éviter une réglementation 
excessive et inappropriée des petites entreprises et de libérer des a 
énergies créatrices qui seraient autrement gaspillées a des taches non | 
productives. | 
En bref, la déclaration ajouterait les petites entreprises a la liste 
actuelle d’impacts que le Conseil des ministres doit considérer.Le | 
processus serait semblable a celui quia été suivi lors de la préparation de |i 
la legislation sur |’ équité salariale, qui comportait des consultations et — 
des négociations poussées avec les groupes intéressés. 


Une meilleure représentation pour les petites entreprises 


Sil’on considére les relations entre le gouvernement et les petites 
entreprises au cours de l’année passée, nous concluons que le 
gouvernement a cherché a obtenir le point de vue des entreprises et que’ 
les associations d’entreprises ont trouvé des moyens d’exprimer leur | 
opinion. En méme temps, nous pensons que |’on doit trouver des | 
moyens plus efficaces pour représenter les petites entreprises. Lorsque 
le gouvernement est déterminé a satisfaire aux demandes pressantes dt 
public et qu’ila adopté une politique ferme, comme nous l’avons vu dans’ 
les domaines de la législation du travail et de la protection de | 
l’ environnement, il est vital que les petites entreprises collaborent avec 
le gouvernement pour trouver des solutions. 
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|__ Nous sommes convaincus qu’il nous faut un nouveau forum pour 
faire entendre le point de vue des petites entreprises. 

___ Le Comité des adjoints parlementaires pour les petites entreprises 
'adonné aux associations et aux propriétaires d’entreprise une adresse 
/au gouvernement de |’ Ontario. Il a travaillé fort au niveau de la 
icoordination et des consultations. Il a toutefois été difficile pour le 

mité dans son ensemble de rencontrer toutes les associations 


Commerce et de la Technologie et le Comité des adjoints 
‘Parlementaires. Nous |’envisageons comme un forum de discussion qui 
era a trouver des solutions pratiques concernant les politiques et la 
égislation en cours de préparation. Ce serait un forum assez restreint, 
dien informé et largement représentatif, qui aurait un impact et l’accés 4 
n niveau politique efficace. 


Mandat du Comité et réalisations en faveur des petites 
2ntreprises 


n janvier 1987, l’effectif du Comité est passé de sept a onze adjoints 
Jarlementaires, avec l’addition des adjoints parlementaires des 
‘Ninistres du Développement du Nord et des Mines, de |’ Education, de 
Environnement, de la Santé et du Conseil de gestion. Le Comité élargi 
ontinue de fonctionner en vertu du mandat en quatre points qui lui a été 
~onfié au départ par le premier ministre David Peterson : 


1, démontrer au monde des affaires que le gouvernement de 
l'Ontario traite les propriétaires de petites entreprises selon une 
perspective positive et coordonnée;: 


2. étudier les programmes actuels destinés aux petites entreprises 
et s’assurer qu’ils sont efficaces, accessibles et concus pour 
donner le maximum d’avantages; 


3. mettre sur pied un mécanisme de révision des réglements 
existants et vérifier les nouvelles législations et régles pour les 
rendre aussi sensibles que possible aux réalités du monde des 
affaires; et 


| 4. conseiller au gouvernement de nouvelles idées et de nouvelles 
L mesures a l’appui des petites entreprises. 
| Le Comité rapporte des progrés dans chacun de ces domaines. 
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Une perspective positive et coordonnée 


L’une des principales priorités du Comité est d’ offrir un forum aux 
propriétaires de petites entreprises et a leurs associations afin qu ils 
puissent se faire entendre du gouvernement. Les réunions de 
consultation organisées par I’ Unité de défense des petites entreprises 
du ministére de l’Industrie, du Commerce et de la Technologie 
constituaient un important point d’accés au gouvernement et ont donné — 
aux représentants du monde des affaires l’ occasion de se réunir et de 
formuler des positions communes. La Fédération canadienne de ' 
lentreprise indépendante, la Canadian Organization of Small Business, ~ 
Association des manufacturiers canadiens, la Chambre de commerce de | 
Ontario, le Conseil canadien du commerce de détail, la Retail 4 
Merchants’ Association, I’ Ontario Trucking Association et le Council of 
Ontario Construction Associations, entre autres, ont participe 4 
régulierement a ces réunions. Grace a ce forum, le Comité des adjoints © 
parlementaires a pu tenir compte des points de vue informeés des petites | 
entreprises dans ses conseils au gouvernement. Cette voie de | 
communication s’est révélée trés productive dans les principaux : 


domaines, tels que I’ équité salariale, la réforme des accidents du travail 
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et la réponse au Livre blanc du gouvernement fédéral sur la réforme = {j 
fiscale. | 


Programmes ontariens destinés aux petites entreprises 


Le Comité a travaillé en étroite collaboration avec le personnel du 
ministere et de la Société de développement de |’ Ontario a la mise en 
oeuvre du programme de préts garantis Nouvelles Entreprises. Au ) 
cours de la premiére année du programme, les préteurs participants ont | 
approuvé plus de 3 000 demandes de préts d’une valeur totale de plus de 
40 millions de dollars. La popularité de ce programme de financement i 
auprés des nouvelles entreprises est sans précédent. Le programme a i 
dépassé ses objectifs en matiére de femmes propriétaires d’entreprise | 
et de création d’entreprises dans les régions Nord et Est de la province. i 
Les femmes représentaient 26 pour 100 des emprunteurs; les préets i 
approuvés dans les régions Nord et Est représentaient 29 pour 100 des _ 
fonds totaux avancés. d 
D’autre part, toujours dans le domaine financier, le Comité a 
conseillé au gouvernement d’élargir l’accés au programme des | 
Compagnies pour l’expansion des petites entreprises, initiative du 
ministére du Revenu quia jusqu’a présent été limitée a certaines 
entreprises particuliéres. Dans le budget de 1987, le trésorier de 


af 


‘Ontario a annoncé que le programme des CEPE serait étendu a une 


jamme plus vaste d’entreprises dans les industries de services. 
1 


une politique d’emploi progressiste. Le Comité prend note que plus 
> 80 pour 100 des propriétaires de jeunes compagnies de |’ Ontario 
‘aient d’accord pour que le gouvernement adopte une loi pour faire en 
rte que les femmes et les hommes du secteur privé recoivent un 
‘laire égal pour un travail d’égale valeur. 

_ Le Comité a travaillé en étroite collaboration avec le ministre du 
avail afin de s’assurer que les intéréts des petites entreprises seraient 
jotégés et que les associations de petites entreprises seraient 
‘igneusement consultées au sujet de la nouvelle législation. Le ministre 
Travail a rencontré le Comité le 10 février 1987 et indiqué que le 
inistére du Travail allait tenir des consultations approfondies 

ncernant les modifications apportées a la Loi sur les normes d ‘emploi 
tla réforme des accidents du travail. Les intéréts des petites 

etreprises ont par la suite été pris en considération lors de la rédaction 
t projet de loi sur la santé et la sécurité au travail et de la législation sur 
« fermetures d’usine et la protection des travailleurs en cas de 
lanciement. Les petites entreprises ont apporté un large soutien aux 
Pypositions de réforme des reglements concernant les boissons 

4 ooliques lorsque le comité d’ étude des réglements de |’ Ontario sur les 
)ssons alcooliques, dirigé par Steven Offer (député de Mississauga), 

i mbre de ce comité, a remis son rapport au ministre de la 

‘sommation et du Commerce. 
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Idées et initiatives nouvelles 


Dans son rapport de 1986 sur la situation des petites entreprises, le 
Comité avait recommandé que le gouvernement fasse des petites 
entreprises la pierre angulaire de sa stratégie de développement 
régional. Comme !’écrit Albert Shapero : 


Les petites entreprises sont personnelles et locales. Les 
petites entreprises sont des produits des économies et des 
cultures locales et les décisions d’affaires prises par leurs 
propriétaires sont empreintes d’une certaine considération 
pour les collectivités dans lesquelles ils vivent et poursuivent 
leurs activités commerciales.’ 


Le premier ministre David Peterson a souligné la logique de ce 
raisonnement lorsqu’il a déclaré que le renouveau économique du No 
et de l’Est de I’ Ontario dépendrait de centaines de petites solutions 
prendraient naissance dans les collectivités locales. Dans le Discours qu) 
Trone de 1987, le gouvernement a renforcé les initiatives de la 
collectivité en annoncant des programmes destinés aux petites 
entreprises de l’Est del’ Ontario. Le Réseau des petites entreprises 
Est de l’ Ontario reliera les nouveaux services provinciaux, tels que 
bureaux d’entraide locaux, aux ressources existantes. 

Le Comité est aussi heureux de noter que le Conseil du premier 
ministre a formé un sous-comité sur |’ esprit d’entreprise dirigé par 
D.C. Webster, président d’ Helix Investments Ltd. Le Conseil du 
premier ministre a endossé les propositions en faveur de la tenue d’un | 
important congrés, prévu pour mai 1988, afin de promouvoirl’esprit | 
d’entreprise et les investissements dans les compagnies de |’ Ontari 
Le Conseil finance également des centres de développement de l’espt 
d’entreprise dans les universités et les colleges. Nous avons besoin dt 

soutien total de notre systéme d’éducation pour nous donner un soli 
esprit d’entreprise a long terme. Le Comité applaudit les mesures © 
visant A introduire dans les écoles secondaires le programme d’étud 
esprit d’entreprise qui est maintenant en cours de préparation au 

ministere de l’Education, en collaboration avec les conseils scolaire: 
locaux. Le ministére de I’ Industrie, du Commerce et de la Technolo 
et le ministére de I’ Education travaillent également a un programme at 
visites scolaires par des entrepreneurs afin d’ ouvrir les yeux aux jeune 
éleves de I’ Ontario a la possibilité d’ une carriere comme propriétaire ¢ 
petite entreprise. | | 


Albert Shapero, “Why Entrepreneurship?”, The Ohio State University, 1984. 
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Dans les mois qui viennent, nous nous sommes donnés pour tache 
le mettre sur pied une deuxiéme initiative importante en matiére de 
cement des petites entreprises, en profitant de la réussite du 
|rogramme Nouvelles Entreprises qui a fourni des préts de démarrage a 
milliers de petites entreprises. Il s’agit maintenant de trouver de 
illeurs moyens de fournir des capitaux aux entreprises dirigées par 
meilleurs de nos entrepreneurs afin de les aider 4 réaliser leur 
entiel de croissance rapide et de devenir des compagnies 
currentielles sur la plan national et international. Selon le point de 
de Peter Drucker, c’est la “ott le gouvernement peut apporter la 
grande aide dans une économie d’entreprise” : soulager le mal le 
paralysant des entreprises en expansion, leur manque chronique de 
taux? __ 
Nous considérons le domaine de la réforme fiscale comme un autre 
aine crucial pour les petites entreprises dans la période 4 venir. Le 
pe de défense des petites entreprises de I’ Ontario a collaboré avec 
associations d'affaires et des experts-conseils pour préparer des 
tions communes concernant les propositions fédérales. La réforme 


oint une taxe de vente nationale qui soit simple a appliquer pour les 
Jopriétaires de petites entreprises et qui réduise plutot que 
(augmenter le fardeau de la paperasse gouvernementale. 


lp deuxiéme rapport annuel sur 
is petites entreprises en Ontario 


| stre premier rapport a l’Assemblée législative de |’ Ontario en 


Ccembre 1986 s’était concentré sur la vague remarquablement 
©issante de création de nouvelles entreprises en Ontario. Les 
lidations d’entreprise ont doublé depuis la fin des années 1970 pour 
¢eindre 115 000 nouveaux enre gistrements au cours de |’ exercice se 

t inant en mars 1987, dont prés de 40 000 constitutions en 

_mpagnie. Le phénoméne de masse de |’esprit d’entreprise que nous 
#Ons signalé il y a un an s’est poursuivi et s’est méme renforcé lorsque 
)onomie de |’ Ontario a fait un bon en avant. Le rythme des créations 
/mplois dans les petites entreprises, qui avait aidé la province a 


| er Drucker, “Our Entrepreneurial Economy”, Harvard Business Review, janvier- 


I rier 1984. 
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traverser la récession de 1981-1982, s’est maintenu au cours des années 
prospéres qui ont suivi. 

Le rapport de cette année contient de nouveaux renseignements 
sur la croissance dynamique des petites entreprises en Ontario. Il 
présente les résultats de recherches sur la provenance des emplois, des- 
explications sur le rendement de nos jeunes compagnies prosperes, 
quelques-uns des obstacles restants a la croissance et les programmes 
correspondants du gouvernement. 


Le défi des petites entreprises 


Nous nous sommes efforcés, en tant que membres d’un nouveau 
gouvernement, de nous tourner vers l’avenir et de formuler une nouvelle 
vision pour les petites entreprises. Le gouvernement qui vient d’étre 
élu a certaines ressemblances et certaines différences évidentes avec 
celui ol nous avions servi au cours des deux derniéres années. Le | 
nouveau gouvernement est semblable en ce sens qu’il est profondément 
et sérieusement engagé 4 introduire des réformes dans les domaines de 
la protection des travailleurs, de l’environnement, des services | 
communautaires aux personnes agées et de |’éducation. La population | 
de |’ Ontario a voulu avoir et a obtenu un gouvernement ouvert, | 
progressiste et sensible. | 
Le nouveau gouvernement a la volonté et le mandat de mettre en 
oeuvre certains changements. Et méme si nous faisons parfois erreur, | 
nous nous inquiétons moins des faux départs et de certaines indécisions 
que de prendre le risque d’étre insensibles et de manquer d’équilibre. 
Notre tache consistera 4 garder le gouvernement au courant des 
préoccupations des petites entreprises alors qu'il appliquera les 
réformes que le public attend de lui. Nous savons qu’un climat favorable 
41’esprit d’entreprise est une ressource précieuse pour l’ Ontario. Nous 
avons un climat d’affaires superbe et notre province est percue, a juste | 
titre, comme le meilleur endroit pour lancer une entreprise. | 
Nous sommes convaincus que pour préserver ces conditions, | 
surtout dans le contexte d’un gouvernement a1’ordre du jour 
dynamique, nous devrons adopter de nouvelles mesures afin de forcer lz 
machine gouvernementale al’autodiscipline. II ne faut jamais que le 
gouvernement de |’ Ontario devienne un mastodonte arbitraire qui | 
écraserait les intéréts des petites entreprises. 
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Ceci nous améne a proposer, tout d’abord, que le 
| gouvernement réforme le processus de prise de décision du 
Conseil des ministres de facon a prévoir des consultations 
formelles et une étude d’impact sur les petites entreprises a 
chaque fois que l’on envisage de nouvelles politiques, lois ou 
reglements qui auront des effets importants sur les petites 
entreprises. 

On devrait indiquer l’impact des petites entreprises dans les 
Déclarations d’impact économique, exigées lors de la préparation 
des prises de décision au Conseil des ministres. 

Deuxiémement, nous recommandons la création d’un Comité 
-consultatif sur les petites entreprises dans le secteur privé pour 
collaborer avec le ministre de l’Industrie, du Commerce et de la 
Technologie et le Comité des adjoints parlementaires pour les 
petites entreprises a |’intégration des principales questions 
| affectant les petites entreprises au programme législatif du 
gouvernement. 

Enfin, nous faisons du financement par actions et de la 
réforme fiscale nos nouvelles priorités pour l’année 4 venir. Nous 
prendrons sur nous de suivre de prés les négociations fédérales- 
provinciales sur la réforme fiscale et nous collaborerons avec le 
trésorier de I’ Ontario pour nous assurer que le systéme fiscal 
‘canadien préserve et renforce la stimulation A devenir un 
| entrepreneur en Ontario et a investir dans l’avenir de nos petites 


i 


entreprises. | 
See—— eee ee 
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oints Saillants du Rapport Annuel 
la Situation des Petites Entreprises 
Ontario 


petites entreprises sont la principale force motrice de la 
ation d’emplois. Au cours de la période 1976-1984, les emplois ont 
gmenté de 8 pour 100 dans |’ économie canadienne, mais le nombre 
emplois dans les entreprises comptant moins de 20 personnes a 
gmenté de 25 pour 100, ce qui représente 87 pour 100 des nouveaux 
lois créés pendant cette période. Les grandes entreprises 
ployant plus de 500 personnes) ont eu une croissance de 12 pour 
, soit 46 pour 100 des nouveaux emplois. 
La principale source de nouveaux emplois provient de la 
ation de petites entreprises. Les nouvelles entreprises 
jloyant moins de 5 personnes ont connu une augmentation des 
lois de 94 pour 100 dans leur catégorie, tandis que les fermetures 
it liminé que 41 pour 100 de cette croissance. Les entreprises qui 
taient déja au début de la période ont toutes eu un bon rendement, 
xpansions ayant entrahe une croissance de 46 pour 100 au niveau 
emploi tandis que les contractions entraha ient des pertes d’emplois 
1 pour 100. Toutes les autres catégories d’entreprises ont obtenu 
résultats bien moindres en comparaison. 
La grande majorité des nouveaux emplois au Canada 
viennent d’un nombre remarquablement restreint 
ntreprises dynamiques. Moins de 5 pour 100 des entreprises 
aployant moins de 20 personnes en 1976 étaient passées dans une 
gorie supérieure en 1984 — mais elles représentaient 46 pour 100 
ous les nouveaux emplois créés. Ce groupe d’élite se retrouvait 
e facon disproportionnée dans le secteur manufacturier et dans les 
inces de |’ Ontario et de l’‘Alberta. Les moyennes entreprises qui 
devenues de grandes entreprises au cours de la méme période sont 
peu nombreuses (0,04 pour 100 du nombre total d’entreprises), 
elles avaient créé 19 pour 100 des nouveaux emplois. 
Les industries de services sont devenues le principal 
jréateur d’emplois. Les emplois dans ce secteur ont augmenté 
7 pour 100 au cours de 1976-1984, ce qui représentait 1S 
100 des nouveaux emplois. Cette performance extraordinaire 
fait due aux entreprises ayant moins de 20 salariés, qui ont connu une 
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croissance de 41 pour 100. Le domaine le plus actif en matiére de 
création d’emplois est le domaine des services du secteur privé, ouilya 
eu une croissance d’emplois de 57 pour 100 due a la création de : 
nouvelles entreprises — un taux de création bien plus élevé que 
n’importe quel autre secteur de l’économie. Le plus grand domaine de — 
croissance est le secteur des services aux entreprises, quia connu une — 
augmentation d’emplois de 87 pour 100 en 1976-1984 et qui représente — 
maintenant 4 pour 100 des emplois dans le domaine des services. Les _ 
autres secteurs ayant eu de bons résultats étaient les services 
professionnels, ainsi que les divertissements et les loisirs, qui ont tous - 
deux connu des augmentations de prés de 40 pour 100 au cours de cette 
période. | 
Les petites entreprises contribuent davantage a | 
l’économie par dollar de recettes que les moyennes et grandes | 
entreprises. Elles produisent un revenu représentant 29 pour 100 de | 
leurs recettes, au lieu de 20 pour 100 pour le reste. | 
Les petites entreprises ont généralement de meilleurs 
résultats dans les secteurs ou les grosses entreprises sont | 
solides. Dans le domaine manufacturier, les secteurs dominés par les | 
grosses entreprises ont connu une croissance de 2 pour 100, par rappor’ 
4 -7 pour 100 pour les secteurs dominés par les petites entreprises, le 
nombre d’emplois dans les entreprises employant moins de 20 
personnes ayant augmenté de 49 pour 100 dans le premier secteur et de’ 
40 pour 100 dans le second. La principale exception a cette regle vient | 
des grandes entreprises de services, ou les secteurs dominés par les 
grosses entreprises sont constitués essentiellement d’organismes 
gouvernementaux dans lesquels les emplois ont augmenteé d’un maigre | 
16 pour 100 en huit ans par rapport a 55 pour 100 dans les entreprises | 
correspondantes du secteur privé. | 
Les femmes et les jeunes sont fortement représentés | 
parmi les propriétaires d’entreprise. Le pourcentage de femmes | 
parmiles propriétaires d’ entreprises canadiens est passé de 13 pour 10. 
en 1970 a plus de 24 pour 100 en 1984. Au cours de l’année passée, 26 
pour 100 des préts Nouvelles Entreprises ont été accordés a des 
femmes. Plus de 40 pour 100 des nouvelles compagnies de I’ Ontario 
sont dirigées par des personnes agées de moins de 30 ans. | 
Une nouvelle étude trace le profil des entrepreneurs qui 
dirigent les compagnies vedettes de l’Ontario — les jeunes 
entreprises qui ont connu la plus forte croissance au niveau 
des ventes et des emplois. Ce sont presque tous des hommes, asseé:/ 
agés, diplomés de l’université, des fils ane’s et des enfants 
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entrepreneurs ou de cadres supérieurs. Ils ont eu une carriére de 
adre, de gérant ou de propriétaire et un tiers d’ entre eux n’avaient 
ucune expérience directe préalable dans leur domaine. Ils attribuent 
rincipalement leur succés a la qualité de leur produit, de leur gestion et 
e leurs employés. Ils percoivent certaines faiblesses dans la gestion, la 
oncurrence et les contraintes financiéres. Leur investissement de 
épart est 72 fois supérieur a la moyenne pour |’ ensemble des petites 
ntreprises. La moitié d’entre eux n’ont pas utilisé du tout leur propre 
gent pour démarrer. 

Les petites entreprises ne se soucient guére des systemes 
e personnel élaborés. Seulement cing pour cent d’entre elles ont un 
recteur du personnel. Un quart d’entre elles ont des descriptions 
‘emploi et un sixiéme ont des évaluations d’emploi officielles. Les 
ilaires sont établis d’aprés le jugement du propriétaire selon le meérite, 
aptitude a payer de |’entreprise et la situation du marché de l'emploi. 
our les entreprises ayant moins de cing employés, |’aptitude a payer est 
| critére principal. Cependant, les petites entreprises ont beaucoup de 
ans d’encouragement pour leurs employés et plus de la moitié d’entre 
les offrent les principaux avantages sociaux a court terme a leurs 
inployés. 
_ Les charges sociales ont augmenté de 90 pour 100 au 
purs des six derniéres années, principalement a cause d’une 
augmentation de 149 pour 100 des primes d’accidents du 
avail. Elles cotitent maintenant 8,2 pour 100 du salaire au lieu de 6 
pur 100 ily a six ans, ce qui risque de mettre un frein al’embauche. 
_ Le marché officieux du capital de risque est toujours sous- 
veloppé au Canada. Dans notre province, le gouvernement a aidé 
Chambre de commerce de |’ Ontario a établir le RIIO (Réseau 
investissement informatisé de I’ Ontario), afin de rapprocher les 
trepreneurs et les investisseurs. Les investisseurs sont satisfaits de 
‘situation actuelle, mais les entrepreneurs aimeraient voir la création 
an réseau national qui les ferait mieux connafre aux investisseurs 
Ivés. 
_ Les investissements réalisés sur le marché officiel 
nadien du capital de risque ont diminué de 16 pour 100 pour 
teindre 206 millions de dollars en 1986. Les investissements 
alisés en Ontario ont cependant augmenté de 24 pour 100 et 
-résentaient 31 pour 100 de |’ensemble. 

Le programme Nouvelles Entreprises, lancé en septembre 
86, est concu pour garantir des préts allant jusqu’a 15 000 $ 
ur le démarrage, a condition que l’investisseur apporte des fonds 
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équivalents au montant du prét. Au cours de sa premiére année, le L 
programme a garanti plus de 3 200 préts totalisant 43 millions de dollars. 

Les Sociétés de développement de I’ Ontario se sont 
lancées dans un important programme de modernisation et 
d’expansion des installations, notamment en assumant la 
responsabilité de la Société Innovation Ontario et du programme 
Nouvelles Entreprises. Les préts non remboursés totalisent maintenant 
83] millions de dollars, pour un actif total autorisé de 1,2 milliard de 
dollars. 

Les entrepreneurs qui réussissent sont des planificateurs _ 
convaincus et, méme s’ils n’aiment pas l’appeler par son nom, leur 
planification est extrémement souple dans la pratique. Leur planification | 
comporte quatre volets fondamentaux — la planificationde projet, 
l’établissement d’ objectifs, |’ établissement d’ orientations et la | 
planification d’ensemble. Une enquéte aupres des entrepreneurs qui — 
réussissent a révélé qu’ environ la moitié fait une planification 
d’ensemble, un quart fait une planification de projet, un dixiéme établit — 
des objectifs et un dixiéme des orientations, tandis que 4 pour 100 ne | 
planifient pas du tout. Le signe distinctif d’un entrepreneurestson 
aptitude a reconnatre et créer les opportunités. La moitie des | 
entrepreneurs croient qu’ils créent leurs propres opportunités, 40 pour 
100 croient que les opportunités se présentent devant eux par hasard et 
10 pour 100 croient les deux. | 
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Highlights of the Annual Report on 
small Business in Ontario 


small firms are the major force in job creation. During 1976-84, 
obs in the Canadian economy increased by 8 per cent but firms 
smploying fewer than 20 people increased employment by 25 per cent, 
iccounting for 87 per cent of the new jobs during the period. Big firms 
employing more than 500 people) grew 12 per cent, accounting for 46 
yer cent of the new jobs. 

The major contribution to new jobs comes from births of 
small firms. New firms employing fewer than 5 people increased 
mployment by 94 per cent in their size category, while exits took away 
mly 41 per cent of that gain. Firms that were already operating at the 
eginning of the period also performed well, increasing employment by 
6 per cent through expansions against a loss of only 11 per cent from 
contractions. All other size categories pale in comparison. 

The bulk of new jobs in Canada comes from a remarkably 
‘mall number of dynamic firms. Less than 5 per cent of the firms 
mploying fewer than 20 people in 1976 grew into a higher size category 
'y 1984 — but they accounted for 46 per cent of all new jobs created. 
‘his elite group came disproportionately from the manufacturing sector 
nd from Ontario and Alberta. Mid-sized firms that grew into big 
usinesses during the same period were few and far between (0.04 per 
ent of the total number of firms) but they accounted for 19 per cent of 
ne new jobs. 

Service industries have become the major job creator, 
ncreasing employment by 27 per cent to account for 75 per 
ent of new jobs in 1976-84. The stellar performance came from 
rms with fewer than 20 employees, which grew 41 per cent. The most 
ctive sector for new jobs is private sector services, where there was a 
7 per cent growth in jobs from new firms — a far higher rate of 
rmation than in any other part of the economy. The biggest sector for 
rowth is services to business, which increased employment 87 per cent 
11976-84, taking its share of services employment to 4 per cent. Other 
ood performers were professional services and amusement and 
>creation, which both grew at close to 40 per cent over the period. 

Small firms contribute more to the economy per dollar of 
2venues than mid- and large-sized firms. They generate income 
‘29 per cent of their revenues versus 20 per cent for the rest. 
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Small firms generally perform better in sectors where big 
businesses are strong. In manufacturing, big-business dominated 
sectors grew at 2 per cent compared to -7 per cent for small-business 
dominated sectors, with jobs in firms employing fewer than 20 people 
growing 49 per cent in the former sector and 40 per cent in the latter. 
The major exception is large service firms where the big-business 
dominated sectors are largely government agencies in which jobs 
increased a sedate 16 per cent in eight years compared with 55 per cent 
in their private-sector counterparts. 

Women and young people are strongly represented in 
business ownership. The percentage of women among Canada’s 
business owners rose from 13 per cent in 1970 to over 24 per cent in 
1984. In the past year, women accounted for 26 per cent of New 
Ventures loans. Over 40 per cent of Ontario’s new companies are 
headed by people under 30 years of age. 

The entrepreneurs who head Ontario’s superstar 
companies — young firms that grew the fastest in sales and 
employment — are profiled in a new study. They tend to be almost 
entirely male, older, university graduates, oldest sons and children of 
entrepreneurs or executives. They come from executive, manager or 
owner careers and a third of them have no previous direct experience in 
their line of business. They attribute their success primarily to a quality 
product, good management and good people. Their perceived 
weaknesses are management, competition and financial constraints. 
Their investment at startup is 72 times the average for the general 
population of small businesses. Half of them didn’t use any of their own 
money at startup. 

Small firms don’t have much time for fancy personnel 
systems. Only five per cent have a personnel manager. A quarter have 
job descriptions and one-sixth have formal job evaluations. Salaries are 
set by the owner’s judgement on merit, ability to pay and the 
marketplace. For firms with fewer than five employees, ability to pay is 
the top criterion. Small firms do, however, have a lot of incentive plans 
for employees and more than half offer the major short-term employee 
benefits. 

Payroll taxes have increased 90 per cent in the past six 
years, due largely to a 149 per cent increase in workers’ 
compensation premiums. They now cost 8.2 per cent of payroll 
versus 6 per cent six years ago, threatening to impede decisions to hire 

The informal risk-capital market is still underdeveloped i 
Canada. In this province, the government has helped the Ontario 
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Chamber of Commerce set up COIN, the Computerized Ontario 
{investment Network, to bring entrepreneurs and investors together. 
{investors are content with the current status, but entrepreneurs would 
like to see a national network with greater exposure to private investors. 

Investments made in Canada’s formal venture capital 
market were down 16 per cent to $206 million in 1986. 
investments in Ontario, however, were up 24 per cent to take a 31 per 
rent share of the total. 

The New Ventures Program, started in September 1986, is 
designed to guarantee loans of up to $15,000 available to 
startups, provided the investor matches the loan dollar for dollar. In its 
irst year, the program guaranteed more than 3,200 loans for a total of 
$43.0 million. 

The Ontario Development Corporations have embarked on 
a major program to modernize and expand operations, including 
esponsibility for Innovation Ontario Corporation and the New Ventures 
rogram. Loans outstanding now total $831 million, with an authorized 
asset-base of $1.2 billion. 

Successful entrepreneurs are avid planners — although they 
lon’t like to call it that — and their application of planning is extremely 
lexible. They use four basic types of planning — project planning, goal 
setting, direction-setting and full-scale planning. A survey of successful 
entrepreneurs found about half do full-scale planning, a quarter plan 
rojects, a tenth each set goals or directions and 4% don’t plan at all. 

The distinguishing skill of an entrepreneur is the recognition and 
‘reation of opportunities. Half the entrepreneurs believe they create 
heir own opportunities, 40 per cent believe that opportunities come 
heir way by chance and 10 per cent believe both. 
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1 The Setting for Small Business 


Mall business in Canada — and in most western nations — is enjoying 
xplosive growth, thanks to three major, interconnected trends. 


e The rate of change in technology and markets has given an edge to 
small, innovative and flexible firms that can now compete with 


large companies to a degree that would have been inconceivable 
even 10 years ago. 


i 


e Fierce international competition is forcing large organizations to 
slash their manpower in an effort to control costs. The displaced 
managers are being thrust, often unwillingly, into the role of 
entrepreneur. Once there, many have found they like it and are 
good at it. 


¢ Finally, an important part of the crash program of retrenchment 
by large organizations has been the subcontracting to outside 
suppliers of the production of goods and services previously 
produced by in-house departments. This has created a growing 
demand for innovative suppliers, most of which are small 
businesses. 


Ontario’s diversified economy, located so close to the major North 
merican markets, has benefitted from all three trends, perhaps more 
lan any other province in Canada. In the context of strong growth in 
ross Provincial Product, employment and capital investment, and 
¢clining unemployment (see Table 1.3 on page 60), Ontario is enjoying 
. unprecedented surge of entrepreneurial activity. Chart 1.1 shows 
lw new business incorporations — the seeds of future growth — are 
Inning at record levels. 

New incorporations do not, of course, reflect all new businesses. A 
lich greater number are established as unincorporated businesses. In 
(2 year to March, 1987, a record 115,000 new businesses, almost two- 
'rds of them unincorporated, were registered.! This was 16% more 


| 


tall registrations translate into instant new businesses. Some of them may not be 
tivated for several years, others are new registrations of parts of existing | . 
sinesses. This has been taken into account in the estimate of 115,000 registrations 
tit’s likely there are fewer operating new entrants into business than even this 
ure implies. New entrants that employed people totalled about 60,000 in 1986-87. 
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Chart 1.1? New Incorporations in Ontario, 1975-1986 


Number of companies incorporated 
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Fiscal year, ending March | 


than in the previous year and brought the total number of active | 
businesses in the province to more than 300,000. 

Partly as a result of this rapid rate of new business formations, 
Ontario firms employing fewer than 20 people created 27% of all new 
jobs in Canada between 1976-1984. The next best was Quebec, where — 
the smallest firms provided 20% of total new jobs. Overall, Ontario 
accounted for 30% of all new jobs during this period — a figure that is 
bound to be surpassed by a wide margin when the statistics for 1985 anc 
1986 are added, as the economic recovery in Canada during the past twc 
years has centred almost exclusively in Ontario. 

Chart 1.2 shows that firms employing fewer than 20 people were 
the most significant source of new jobs during this period. They 
provided 87% of the total new jobs in Canada, a third of it in Ontario. 
Next highest was big business, which contributed 46% of the total new | 


Source: Internal research, Ministry of Industry, Trade & Technology, 1987, based on 


data from the Ministry of Consumer & Commercial Relations. ! 
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1 The Setting for Small Business 


‘hart 1.23 Where the New Jobs Came From: 1976-1984 


. 


Percentage distribution of net employment 
change, by firm size, Canada and Ontario 


CJ Ontario 


Canada: Rest 


ee Ed 


0-19 20-49 50-99 100-199 200-499 500+ 
Number of Employees 


‘bs, a quarter of it in Ontario. Mid-sized firms employing between 100- 
99 people suffered a net decline of 35% of the new jobs created, a third 
‘it in Ontario. 

The structure of the Ontario economy is tilted toward bigger 
usinesses compared to the Canadian economy. In 1984 (the latest 
vailable complete statistics), big businesses with more than 500 
mployees employed 44% of all private-sector workers in Canada and 
3% in Ontario. Firms employing fewer than 20 people gave jobs to 22% 
‘the total private-sector workforce in Canada and 19% in Ontario. 

To put it another way, Ontario is home to 40% of the Canadian 
orkforce, ranging from 34% in firms employing fewer than five people 
'44% in firms employing more than 500 people. 

Chart 1.3 shows the breakdown, by size of firm, of the number of 
‘Ivate-sector firms in the province and their share of total employment. 


»urce: “A Study of Job Creation in Canada, 1976-1984”’. Statistical Analysis, 
€partment of Regional Industrial Expansion. 1986. 
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Chart 1.34 Where the Jobs Are, Ontario, 1984 


Percentage distribution, by size of firm, of the 
number of private-sector firms and their employees 
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This is an impressive enough demonstration of the importance of 
small firms to the economy in terms of the employment they provide. 
However, it still understates the role of small businesses. The true 
measure of value in the economy is value added — the net contribution 0 
businesses to the Gross National Product. Value added consists of three 
main factors, of which income generated is by far the largest 
component. This consists of wages, salaries, depreciation and pre-tax — 
profits (or losses). The other two are capital consumption — . 
investments in capital and spending on repairs — and changes to 
physical inventory. These two accounted for 10% and 1% respectively 0 
Ontario’s Gross Provincial Product in 1984. | 


‘Source: “Demographic and Earnings Profile of Business Employment, 1984”. 
Statistics Canada, Small Business Statistics, Business Microdata Integration and 
Analysis. April, 1987. Employment is calculated as Full-Year Equivalent, which is 
obtained by dividing payroll totals by the average wage in each sector. This overstates 
employment in industries with a high proportion of part-time workers. 
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1 The Setting for Small Business 


fable 1.15 Small Firms Pack a Bigger Punch 


Income generated by Canadian firms as a percentage of annual revenues in 1984 


Income generated as a percentage of revenues in: 


All Small* Medium* Large* 
Sector firms firms firms firms 

% % % % 
>rimary 39 42 42 38 
Manufacturing 22 36 27 20 
yervice** ap 38 oT 2 
‘rade 13 17 ie 11 
\ll industries 21 29 20 19 


{ote: *Small firms are defined as having annual sales of less than $2 million; medium 
rms have annual sales of $2 million to $20 million; large firms have sales of $20 million 
nd over. 


* Service comprises construction, real estate operators and insurance agents, and 
usiness and personal services. 


Table 1.1 shows that, in terms of income generated per dollar of 
evenues, small firms pack a decidedly heavier punch than do medium- 
large-sized firms — about half as much again as larger firms. 

A further important conclusion from this table is that services have 
significantly higher component of income generated than 
aanufacturing — particularly in large firms but in small firms, too, to a 
‘sser degree. Although services are growing faster than any other 
ranch of the economy, manufacturing has been the traditional target of 
conomic development projects. 

The Ontario economy is particularly strong in manufacturing. One 
alf of Canada’s manufacturing jobs were in Ontario in 1984. It has 
most certainly risen further since then, but more recent statistics are 
ot available. As Chart 1.4 shows, Ontario is also well represented in 
holesale trade and in finance, insurance and real estate, but has a 
gnificantly below-average representation in the primary industries and 
lining — which may partly explain why Ontario did not suffer as badly 
3 the other provinces from the 1981-1982 recession. 


»urce: Small Business Advocacy, Small Business Branch, Ministry of Industry, 
‘ade & Technology. Based on “Small Business in Canada: A Statistical Profile 1982 : 
184” and “Private and Public Investment in Canada: Intentions”, both by Statistics 
inada. 
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1 The Setting for Small Business 


Chart 1.4 Ontario’s Share of Canadian Jobs, 1984 
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Ontario’s contribution to the national economy (39%) is greater 

than its share of population (86%) — but its share of the small businesses 
in Canada (33%) is smaller than its share of population. Table 1.2 shows 
that small businesses are most prominent in Quebec and the West, but 
Ontario’s small businesses are comfortably the most profitable. 


‘Source: “Demographic and Earnings Profile of Business Employment, 1984 se: 
Statistics Canada, Small Business Statistics, Business Microdata Integration and 
Analysis. April, 1987. 
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1 The Setting for Small Business 


The strong performance in Ontario is based ona diversified 
sconomy that has rich resources, both natural and human. Table 1.3 
outlines the progress of the Ontario economy over the past three years. 

The tables on the following pages show the distribution of Ontario 
irms, by industry and firm size (Table 1.4) and by industry and 
»mployees (Table 1.5). 
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2 Job Creation 


2 Job Creation 


Small businesses are enhancing, year by year, their central role in the 
creation of new jobs for a Canadian economy overburdened by high 
jobless rates. Table 2.1 below shows that firms employing fewer than 20 
people accounted for 87% of the new jobs in the private sector during 
1976-84. In the previous study covering the years 1974-1982! (see The 
State of Small Business, 1986), firms of this size were responsible for 
99% of the new jobs. 

Equally significantly, the latest study shows that the role of the 
largest firms has also expanded considerably. Firms employing more 
than 500 people accounted for 46% of the new jobs in 1976-84 compared 
with 39% in the earlier study. 


Table 2.12 Shares of Employment Growth, Canada, 1976-1984 


Percentage distribution, by industry and 
firm size, of the net change in employment 


Firm size by number of employees 


Industry 0-19 20-49 50-99 100-199 200-499 500+ Total 
Agriculture Pe 0.1 Sey ear eee ein 0.2 24 
Forestry 0.5 eae —0.1 —0.3 0.1 0.4 0.4 
‘ishing 0.4 — _ — Jal =Oal 0.2 
Mines 1.8 0.2 0.2 0.1 0.2 21 4.6 
Manufacturing «15.5 15 -41 -101 -134 -16 -12.3 
Construction OR a OA =A Se BG. 150 
Transport 5.0 SS eri 9.6 13.1 
Trade OG 05 eee ee 1 9.1 21.0 
Finance 9.8 1.6 0.5 —0.4 —0.5 2.8 9.8 
Services 31.4 9.2 5.4 ae 1.0 25.3 75.7 
Total 87.3 72 25.9 =17.6  —17.1 46.2. 100.0 


r 


‘A Study of Job Creation in Canada, 1974-1982”. Statistical and Data Base Services, 
Department of Regional Industrial Expansion. 1985. 
Source: “A Study of Job Creation in Canada, 1976-1984”. Statistical Analysis, 

| Jepartment of Regional Industrial Expansion. 1986. 
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Mid-Sized Firms are Declining 


The polarization of job opportunities at the two ends of the spectrum of 
firm sizes reflects the collapse of employment in Canada’s mid-sized 
firms. Firms employing 100-499 people lost the equivalent of 35% of the 
net new jobs created during 1976-84, compared with a relatively 
moderate cutback of 3% in the earlier study. 
These numbers represent shares of the net new jobs created in 
each period and it’s important to note that the earlier period missed a 
good part of the corporate retrenchment following the 1981-82 
recession. The shares of new jobs are therefore based ona much smaller 
pie in the later period, when total jobs grew 8%, compared to the earlier: 
period, when jobs grew 25%. Nonetheless, the smallest firms still 
performed better than the larger firms. They grew 25% comparedto 
49% in the earlier period, while the biggest firms slashed their growth to 
12% from 31%. | 
Firms employing fewer than 20 people were a greater force for new 
jobs than the large firms in every industrial category except two. Big | 
business edged out small business as the primary job creator in mining | 
(where three-quarters of all jobs are in big companies) and in | 
transportation, communications and utilities (where two-thirds of the | 
jobs are in big companies). In both these categories, small firms employ | 
no more than 20% of the workforce. | 
The collapse of employment in the mid-sized firms appears to be a | 
devastating indictment of the strength of these firms in Canada. Table — 
92 2 shows that, of the 7,000 mid-sized firms in this study in 1976, 175 | 
expanded into the largest size category. This handful of firms created 
between them one-sixth of all new jobs during the period. Another 124 | 
firms started out in the largest size category but shrank into the mid- 
sized category, cancelling out two-thirds of the employment gains made 
by the dynamic mid-size firms. 
At the other end of the mid-size category, 1,716 small firms grew ~ 
into mid-size firms, more than compensating for the 1,279 mid-sized | 
firms that declined to become small firms. Statistics are not available fo’ 
the births of new, mid-sized firms during 1976-84, but other studies 
indicate they were well below the 2,338 firms that became inactive 
because of takeovers or failures. The net effect was a dramatic 
shrinkage in the mid-sized firms. 
The damage to mid-sized firms was heaviest in Quebec, where — 
more than half the job losses for mid-sized firms were concentrated. Tl) 
losses in Quebec were caused primarily by radical cutbacks in the soft | 
manufacturing industries — leather, textiles, knitting, clothing and wo | 
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Table 2.23 Growing, Shrinking and Dying 
ne 
1984 distribution, according to size and status, 
of Canadian firms that existed in 1976 


Size of firms in 1984 
ize of firms 
11976 Small Mid Large Inactive Total 
mall 239,991 1,716 9 172,851 414,567 
fid eee 3266 175 2,338 =—S«7,028 
| arge 11 124 610 242 987 
otal 241,281 5,076 794 175,431 422,582 


5 which accounted for almost 90% of total job losses in manufacturing 
ad where Quebec has a disproportionate share of Canadian production. 
Iintario accounted for the bulk of the remaining losses in mid-sized 
rms, but the rate of job losses was only 12.5% of 1976 employment 
ompared to 25% in Quebec and 4% in the rest of Canada. 

This may explain why the job losses have been so severe in mid-size 
cms but it doesn’t illuminate the issue of why more small firms aren’t 
rowing into mid-size and, ultimately, large firms. It’s clear the 
conomic environment can support a number of dynamic small firms that 
take enormous contributions to job creation — but there are just not 
aough of them. 


ew Jobs are in Services, not Manufacturing 


second major contrast with the earlier study of job creation is the shift 
‘activity out of manufacturing and into services. In the later period, 
2rvices accounted for more than 75% of all new jobs, while 
‘anufacturing contributed a drag of 12% on new jobs. In the 1974-1982 
udy, services accounted for 37% of the new jobs, manufacturing for 
)%. For a more detailed look at these two industries, see Tables 2.3 

id 2.4 in this chapter. Trade was also a significant contributor of new 
bs, with a 21% share of net employment change, all in firms with fewer 
_an 20 employees. 

Ontario’s growth patterns within these industries were strikingly 
fferent from Canada’s. Chart 2.1 shows that Ontario’s growth was 
eaker (or its cutbacks bigger) than the Canadian average in all but three 
dustries — mining, manufacturing, and transportation, 
‘mmunications and utilities. 


‘id 
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Chart 2.14 Job Growth and Loss, Canada and Ontario, 1976-1984 


expressed as a percentage of 1976 employment 
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| 

__ Perhaps the most notable was finance, insurance and real estate, in 
thich employment grew 4% between 1976-1984 in Ontario versus 14% 
1 Canada. In the earlier study, between 1974-1982, employment in this 
idustry grew 20% in Ontario, 50% in Canada. 

| There is an important caveat to these statistics. The main reason 
Mntario was running slightly behind the average for the whole country 
vas that the impact of the commodity crunch in the early 1980s had not 
et been absorbed by the West. Accordingly, the phenomenal gains in 

ie second half of the 1970s in Alberta and B.C. make the performance 
{the western provinces appear impressive in the period 1976-84. 
Iberta, for example, is shown as having increased its workforce 38% to 
ike a 36% share of total new jobs during 1976-84. (In the 1974-82 study, 
Iberta’s workforce grew 95%.) Alberta’s extraordinary performance 
aring these years raised the national average of job growth to 8% 

aring 1976-84 while the other nine provinces between them grew only 
6% (Ontario grew 6% to take a 30% share of all new jobs). The 
renching adjustment of the 1982-87 recession in Alberta and B.C. has 
rtually wiped out all their earlier gains. When the statistics for 1985-86 
‘e added, Ontario’s performance will exceed the national average. 

Table 2.3 shows some remarkably divergent trends in the 
ianufacturing sector. The smallest category of businesses, employing 
wer than 20 people, had a net growth of 42% over 1976-1984, those 
nploying 20 to 49 people had a marginal 4% growth and every other 

ze category declined — even the largest companies. 

__ Small businesses grew strongly even in the most devastated 
dustries. In leather, textiles, clothing and knitting, firms employing 
‘wer than 20 people grew by an average 54%, even as firms employing 
‘ore than 500 declined by 26%, on average. 

The average decline of 1% in big businesses camouflages a great 
ilety among industries in different states of health. In three industries 
_ transportation equipment (mainly cars), primary metals (mainly 
eel) and printing and publishing — the big firms grew by 15% between 
‘76-1984. In the same period, the big firms in the soft industries 
‘clined 26% and the balance declined gently by 5%. 

_ The net effect of this lopsided growth pattern is that, by 1984, 
.3% of all people working in manufacturing industries were in firms 
‘th fewer than 20 employees versus 9.7% in 1976 — at the expense of 
iid-size firms, which employed only 31% of people in manufacturing in 
84 compared to 37% in 1976. 

_ A further significant element in the decline of manufacturing 
‘ployment is that there were relatively few new entrants into the 
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Table 2.3° Change in Manufacturing 
Employment, Canada, 1976-1984 


Net change in manufacturing employment, by firm size and 
industry, expressed as a percentage of 1976 employment base 


Firm size by number of employees 


1 2 2 eee ee 
Industry 0-19 20-49 50-99 100-199 200-499 500+ ‘Total 
Food 3211 9.1 Sr Olamatalo60) = LO.) 25 0.) 
Tobacco 333 —47.9 -—1000 -1000 —75.9 64.4 25.) 
Rubber 7a 33.9 18.7 —26.0 —6.7 —34.1 —9i] 
Leather 59.0 —74 —4.1 —35.0 —42.4 —47.2 — 26.) 
Textiles 40.8 11:8 20.6 254 2A — 16) 
Knitting 64.7 =A 129 =—475°' 36:6 = 10:5 —17) 
Clothing 60.5 50. 165 asi O20 w one — 18} 
Wood 30.7 N92 (:2315,.87)) —154 Olyecre 12.8 —2) 
Furniture 52.5 0:9 =20.9 9  =—26.4.. 1-300) (9 =22:25 5 10 
Paper 100.1 20.4 -—0.5  -—23.3 —7.2 —1.9 —1 
Printing 31.9 5.0 0.0. —21:2- 925.2 34.2 11 | 
Primary metal 46.9 10.6 —14.8 —7.8 —16.4 | ae 8 
Metal fabric. AT2 BAe» 45 Ay s80:6 = 24 Oo —" 

Machinery 70.7 —2.7 —0.7 — 24.6 —19.2 —19.9 —e 

Transport. 5Qqe dD? E20 219.2) elo 2 e 

Electric 95.1 26.7 —6.0 —-18.9 -—22.9 —0.4 ( 

Non-metals 17:3 ) S138) 20 sot —-99 — 1 
Petroleum 71.2 15.8 —6.4 —55.0 325 —6.8 -| 
Chemicals ao.2 15.5 -—10.8 —8.0 17.4 1.0 i 

Miscellaneous 36.3 93° 19.6 9-218 2a 11.1 - t 
Total 42.1 Al =2 -23.3 -22.2 -10 


sector: births of new manufacturing firms added 27% to the employmet 
base, well below the 35% average for all industries. What growth there 
was came from expansions of existing firms, which exceeded 
contractions by 15% to 13%. 
The picture is quite different in the service industries. As Table 2} 
shows, there was solid growth between 1976-1984 in all sizes of 
establishment, with the exception of firms employing 200-499 people: 
The strongest growth was predictably in firms with fewer than 20 
employees, but, unlike manufacturing, the largest firms also did well. | 
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able 2.4° Change in Employment in Services, Canada, 1976-1984 
0 a el a a am a 


Net change in employment in service industries, by firm size and 
industry, expressed as a percentage of 1976 employment base 


Firm size by number of employees 


adustry 0-19 20-49 50-99 100-199200-499 500+ Total 


ducation 104 Sie). 0e a -3,9- 24,3) 18.0. 116. 15.0 
{useums 1684 eel Ee 390) 938.81 93:7 0.0 346 
ealth 10 ceeds e101 20,78 12 5 20.0. 129A 
dcial 3 carom 19.9 905158. 19.9 395." 375 
aligion pos, 46ee a 119 22368. =31,1 33.6 4.2 
muse./recr. 500) 300) 297" 214 166° 21.9 aot 
usiness 209.3 102.9 31.2 43.4 95 138.9 86.8 
“of. services O25) 248 “184 132 45 4577 403 
srsonal serv. 12:3 -—7.9 -20.3  -—22.8 -—49.0 40.4 0.5 
ccommodation 271 294 436 225 -166 43.7 279 


isc. services 32.9 5.2 —2.5 0.9 —18.5 47.6 21.6 
| . 
otal 40.8 25.9 22.8 16.3 3.4 25.9 26.7 


__ The most spectacular sector is services to business management, 
hich grew 87%, thanks in large measure to a tripling of the 

inployment of firms employing fewer than 20 people. This sector was 
arting from a small base of 2.8% of total employment in the service 
idustries, but its growth accounted for 9% of total growth in the service 
idustries, pushing its share of employment to 4.1% by 1984. 
_ The biggest numbers came from accommodation and food services, 
“hich employ more than a quarter of all people working in services and 
‘hich had a respectable growth of 28%. Other industries which are 
}rforming well are professional services and amusement and 
creation, which both grew at close to 40% over the period. 
| The worst performer was personal services, in which employment 
lirely budged between 1976-1984 — and firms with more than 500 
inployees were by far the strongest category. 

The other major employers in the service sector, education and 
lalth services, together account for one-third of all employment in the 
‘ctor, and they contributed 15% of the new jobs. As the smallest firms 
‘count for only 3% of employment in these two industries, almost all 
'g job gains were in the largest size sector. 


wd. 


73 


2 Job Creation 


Net Job Creation from Entrants and Exiters 


Table 2.5 analyzes job creation through births, deaths, expansions and - 
contractions. It’s clear that the private-sector related service industries | 
(excluding education and health) are a great deal more volatile than 
services as a whole or manufacturing. 


Table 2.57 Components of Employment Change, Canada, 1976-1984 | 


Net change in employment, through births, deaths, expansions 
and contractions, expressed as a percentage of 1976 employment base 
hi te eee ee ee ee 


Component Selected* All 

of change services services Manufacturing 
Births 57.4 40.4 27.3 
Deaths —34.9 —25.3 —32.2 

Net change 220 1531 —4.9 
Expansions 19.7 20.9 14.6 
Contractions —11.4 —9.3 —12.9 

Net change 8.3 16 i leg 

Total change 30.7 26.7 —3.3 


* Selected services exclude firms related to education and health. | 
{ 

Activity in private-sector services Is frenetic. With 57% growth ir 
employment from the establishment of new businesses, entrepreneur: 
are flocking into their own businesses at a rate far greater than in any | 
other part of the economy. This much higher birth rate would normally 
raise the exit rate to comparable levels, but it turns out the exit rate 1s: 
only slightly above the rate in other parts of the economy. 

Business management services are easily the biggest contributor 
to this activity in new ventures. Employment growth in 1976-1984 wa: 
102% from births, with a remarkable exit rate of only 40%, for anet gil 
of 62%. The next highest birth rates were in accommodation and fooc 
and professional services, both of which added about 60% to 
employment through births — although accommodation and food had 
higher exit rate, as might be expected from such a risky business. 

For personal services, starting a business 1s apparently a tough | 
affair. Although entrants to the business contributed 35.5% in new jol, 
exits weren’t far behind at 34.6%. There wasn’t much consolation 
TR Ta ee a UNE 
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Chart 2.28 Components of Employment Change, Canada, 1978-1984 
ee eee eee 


Net change in employment, by firm size, expressed as 
iF a percentage of 1978 employment within each category 


share of Category of firms 
New Jobs 


(00% employing <5 people 


employing 5-49 people 


94.3 


90% 


employing 50-499 people 
80% employing >500 people 
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60% 
oe” 46.4 
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30% 
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ither once a firm was established, as employment growth from 
xpansions was well below average for services and most other 
) \\dustries and less than exits in personal services. 


ource: “Employment Creation by Province, Industry Classification, F trm Size'and 
( dfe Status, 1978-84’. Statistics Canada. Business Microdata Integration and 
inalysis and Small Business Statistics. 1987. 
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Chart 2.2 shows — over a different period, 1978-1984 — how 
births, deaths, expansions and contractions figured in job creation for all 
industries. 

The most striking feature of Chart 2.2 is the 94% increase in 
employment in six years through births of new businesses employing 
fewer than five people. Deaths were also higher for these firms than for 
larger firms, as is normal witha high birth rate, but the net effect on 
employment through births and deaths of firms employing fewer than 
five people was still a significant 53% advance in employment. 

It is equally significant that the growth in employment from 
expansions was also dominated by the smallest firms, which grew 46%, 
more than twice as much as firms employing 5-499 people and four 
times as much as big firms. Once the new, small firms have become 
established, they continue to provide the most impressive growth. 

By contrast, contraction rates seem to vary relatively little by firm 
size. When times are tough, businesses react consistently. 


Annual Trends: Impact of the Recession 


The trends of these components of employment growth were 
dramatically affected by the 1981-82 recession, which took its toll in 
inhibiting the formation of new ventures and precipitating more 

fatalities. Chart 2.3 tracks the annual progression of these components _ 
before, during and after the recession. 

In sharp contrast to Chart 2.2, this chart shows births as making a 
much smaller contribution to employment growth than expansions. This | 
is because the births in the first chart are measured on their employment 
growth throughout the 1978-1984 period, while the second chart 
measures their growth only in the year of birth. The annual figures 
therefore shift much of the job growth in the six-year figures out of births 
and into expansions. 

The major variations in this chart come from expansions and 
contractions of existing firms, which show how the recession’s effects 
lasted into 1983. In the first year of the recession, expansions dropped 
one-quarter to 6.5% while contractions increased almost two-thirds to 
10%. This brought the net change of employment from expansions and 
contractions to a loss of 3.5% in 1982 from a gain of 2.5% in 1981. This 
situation continued with only minor changes in 1983, then the recovery 
took hold, with expansions bouncing back to 11% and contractions fallin 
to 6% for a net gain of 5%. 
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| 


Chart 2.39 Components of Employment Growth, Canada, 
) 1978-1984, Annually 
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Further examination of these figures, in Table 2.6 below, shows that 
big firms are the major source of this volatility. Small firms held up well 
during the recession. They had a small dip in births in 1982, failures 
were almost unchanged, expansions were down by a fifth and 
contractions up by a fifth. But the largest firms (which of course account 
for a very small part of births and deaths) spread their reaction over two 
equally brutal years, cutting their employment expansions in half in 
1982-1983 and more than doubling their contractions. The pattern for all 
firms with up to 499 employees is similar to that shown for firms with 
fewer than five employees. 

Table 2.6 also provides further confirmation of the way the annual 
statistics understate job creation through births over the full period, 
1978-1984. The expansion rate of the smallest firms, where most of the 
births occur, is much higher than the corresponding birth rate and the 
expansion rate for the largest firms. 


Table 2.61° — Where the Jobs Came From, by Firm Size, 1978-1984 


Annual percentage growth in employment 
by component of growth and firm size 


Employment growth in: 


Component 1979 1980 1981 1982 1983 1984 


% % % % % % 


Firms employing fewer than 5 people 


Births 9.9 10.4 10.4 8.3 10.0 8.8 


Deaths —10.3 —9.8 —9.6 —10.1 —9.7 —10.0 — 
Expansions 29.9 PASE! 25.0 20.7 yi We 27.4 
Contractions —11.6 —12.2 —12.3 —14.8 —12.9 —10.6 | 


Firms employing more than 500 people 


ee i a A aes a 
Births 0.6 0.6 0.5 0.6 0.6 14 
Deaths —0.4 —0.3 —0.5 —0.3 —0.4 —0.7 — 
Expansions 6.6 5.6 4.6 2.8 pay 5 
Contractions —3.6 —3.5 —3.3 —6.7 —7.9 3a 


As a final indication of the impact of economic cycles on 
employment growth rates, Table 2.7 demonstrates regional variances 
and the impact of the recession on particular industries. 


Ibid, 
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‘able 2.71! Annual Employment Growth by Industry, Canada and 


| Ontario, 1978-1984 

RS Se ea a a 
elected 1978- 
adustries 1979 1980 1981 1982 1983 1984 1984 

% % % % % % % 

lanufacturing 

anada 4.0 1.0 0.4 —8.4 —6.9 6.1 —4.7 
itario Sal 1.0 1.0 —6.4 —6.2 9.1 0.6 
onstruction 
anada 19 —1.0 Wie Rel 88 ieee tae 
‘ntario -34 -3.8 3.2 -6.4 25 78 0.8 
Yholesale trade 
anada 6.0 Did 23 —5.4 —4,4 6.1 6.4 
ntario 7.0 2.0 26) e159" © =20 6.4 15.1 
inance, Insurance and Real estate 
anada > De 3.9 —().7 OAL —0.4 0.4 8.6 
ntario 5.9 4.0 —0.8 ita ial oe 14.1 
otal, all industries except public administration 

‘anada oe 3.4 251 —3.6 =3.1 he. 10.0 
ntario 4.7 22 23 —1.7 —2.3 6.7 WR 
ublic Administration 

anada ok ie 3.3 2.1 —1.2 —0.9 10.3 


ntario nes ts) 6.3 2.8 =1,2 —0.6 15.4 


Ontario’s record of job creation during 1978-1984 was somewhat 
=tter than that of Canada as a whole mainly because Ontario held onto 
lore jobs through the recession. This was particularly evident in 
vanufacturing, where the employment level in 1984 was marginally 
dove that of 1978, while the national performance was a dismal 4.7% 
sduction in employment. This trend, of course, has been exaggerated 
‘ill further in the three subsequent years. 

Governments kept a tight rein on employment through most of this 
ariod, but that ended in 1985 with stronger employment growth, which 
‘duced the percentage of total jobs created by small businesses. 
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Perhaps the most remarkable industry was construction, where 
Alberta’s boom and bust significantly distorted the national figures. In 
1979, national employment grew 1.9%, thanks largely to Alberta’s 9.9% 
growth, without which national growth would have been 0.2%. In the 
recovery from the recession, Ontario’s construction industry grew 
10.5% in 1983/1984, while Alberta’s collapsed by 38%, bringing the | 
national average down to a decline of 2.2%. In the full period 1978-1984, | 
the Canadian industry declined by 3% without Alberta, 8% with Alberta. | 

In wholesale trade and finance, insurance and real estate, Ontario’s | 
performance has been consistently better than the rest of the nation. 


Regional Variances Within Ontario 


The powerful economic recovery in Ontario since the 1981-82 recession | 
has been rather uneven. The northern and eastern parts of the province 
have not had an easy time of it, while Metro Toronto and the central and — 
southern parts of the province have enjoyed explosive growth. | 

In general, northern Ontario has a lower concentration of 
businesses relative to its population base than all the other regions. 

Chart 2.4 shows that the north also has the lowest number of business 
startups relative to its population. This is why the government has 
directed so many programs, especially financial (see Chapter 6), at 
helping northerners establish new businesses. 

The rate at which new firms are being formed in southwestern 
Ontario is the same low rate as the north, despite the much healthier 
concentration of businesses in the southwest. Metro Toronto and 
central Ontario are both strong and growing stronger. | 

The economic strength of Metro Toronto can be clearly seen, with _ 
its concentration of firms in finance, insurance and real estate. Its low 
share of transportation, communications and utilities is deceptive. If the 
distribution were by employment rather than number of firms, Toronto 
would have a larger share because this industry has one of the highest 
concentrations of large firms and Toronto has most of the big ones. 

The central region has been a major beneficiary of the boom in the 
auto industry, as can be seen from its high share of manufacturing firms. 
The southwest has a well-balanced economy, although it does have a 
large share of the farming activity, which has suffered — but not as mucl 
as in other parts of Canada, because it is so diversified. 
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~hart 2.4!2 Where Ontanio’s Business Is — And Will Be 


Regional comparison of the number of businesses and 
| the number of business starts per 1,000 population 


45 a (pote 


Starts 


32.4 


20 


— 
or 


S 
Starts/1000 Population 


Metro Central Eastern South Western Northern 
Toronto Ontario Ontario Ontario Ontario 


‘he number of firms per 1,000 population is taken from the Business Register 
roduced by Statistics Canada in December, 1986. The business starts are 
egistrations of new unincorporated businesses taken from data gathered by the 
Ministry of Consumer & Commercial Relations. 
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$ average share of mining, which has been hurt by the continuing 
ommodity crunch throughout the 1980s. By contrast, the north’s share 
{manufacturing firms is only half its average share. The east is also 
veak in manufacturing, in which its share of firms is also about half its 
verage share of all firms — and its strongest sector is farming, which 
as suffered the same difficulties as mining. Both regions have a 
Isproportionate share of public administration in the province, running 
‘about double their average share of all firms. 

__ Inthis environment, small business becomes critical to the north, 
articularly. Table 2.9 shows that, as firms get bigger, they tend to drift 
ito Toronto, which has more than half the firms employing more than 
000 people, or almost double its share of small firms. The major 
xception to this is eastern Ontario where a significant government 
‘tesence inflates the figures for large employers in the region. 

__ Since services account for the lion’s share of new jobs, it is useful to 
xamine the distribution of service firms between the regions. Table 
10 shows that the most dynamic sector, services to business, is 
»ncentrated most heavily in Toronto. The north has only half the share 
‘firms in this sector that it has of all service firms. The north’s service 
‘dustry is heavily weighted toward accommodation and food, which has 
arformed well in creating new jobs. 
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The Genesis of Growth 


The previous chapters have established clearly that small firms are 
droviding the majority of new jobs for Ontario and Canada. But why? 
This chapter attempts to develop some patterns that will provide some 
»xplanations for the phenomenon. 
__ The first observation is that small manufacturers are generally 
jealthier in industries where the big firms are strongest. When big firms 
‘an compete internationally, they appear to create an environment in 
which smaller firms — both suppliers and competitors — can prosper. In 
Table 3.1, the manufacturing industries have been split into two — one 
art made up of industries that are dominated by big businesses (more 
han half of all jobs in the industry are in firms employing more than 500 
yeople) and the other in small-business dominated industries. The 
‘esulting figures for job creation show clearly that all sizes of firms 
»erform better in the big-business dominated sector. In the sectors 
lominated by small businesses, even firms employing fewer than 20 
yeople, which were a strong force in creating jobs, didn’t do as well as 
heir counterparts in the big-business dominated sector. 


fable 3.13 The Influence of Big Firms, Canada, 1976-1984 


ercentage increase in net employment, by firm size, based on 1976 employment levels 


Manufacturing 

K. : Employment growth in the sector dominated by: 
‘irm size sage ee ae tae Sees ge es RE ee 
employees) Big business* Small business* 
1-19 48.9 40.2 

10-49 14.5 1.4 

0-99 al =120 
00-199 —18.4 —24.9 
00-499 —9.6 — 26.9 

00+ 2.6 —5.5 

otal Zee —6.5 


The sectors dominated by big business accounted for 38% of total employment in 
ianufacturing in 1976, 40% in 1984. The sectors are tobacco, rubber, paper, primary 
etal, transportation, communications & utilities, electrical, petroleum and chemical. 
he small-business dominated sectors are food, leather, textiles, knitting, clothing, 
‘00d, furniture, printing, metal fabricating, machinery, non-metal and miscellaneous. 


Source: “A Study of Job Creation in Canada, 1976-1984 ” Statistical Analysis, 
lepartment of Regional Industrial Expansion. 1986. 
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The contrast is skewed by the automobile industry whichemploys _ 
almost a quarter of the people and which accounted for the entire growth © 
in jobs in firms employing more than 500 people in the big-business | 
dominated sector. Without the big auto companies, firms employing 
more than 500 in the big-business dominated sector would have hada 
miniscule decline in jobs. 

Perhaps more surprisingly, this industry is the sole exception to the | 
rule that small manufacturers prosper more when the big firms are 
successful. Small transportation-equipment manufacturers employing 
fewer than 100 people performed significantly worse than their 
counterparts in the small-business dominated sector. 

For services, the pattern is slightly different. The big-business 
dominated sector is made up of the education and health industries, 
which are closely related to the public sector and which have 
demonstrated steady, but unspectacular growth. Average growth in this © 
sector was 19% between 1976-84 compared to 31% for the small- | 
business dominated industries. 

However, the small-business dominated sector outperformed the 
big-business dominated sector only in the category of firms employing 


Table 3.2? The Influence of Big Firms, Canada, 1976-1984 


Be eee 
Percentage increase in net employment, by firm size, based on 1976 employment levels 
SOE TN he Step gene ose RO ARC eRe ee sea ne fee 


Services 

; Employment increase in the sector dominated by: | 

Firm size nnn 

(employees) Big business* Small business* 
0-19 120.0 38.3 
20-49 31.0 25:5 
50-99 14.3 24.3 
100-199 22.1 14.5 
200-499 15:2 —6.4 

500+ 16.3 55.7 i 
Total 19.3 30.7 


* Big-business dominated sectors accounted for 36% of total employment in services | 
in 1976, 34% in 1984. The big-business dominated sectors are education and health. 
The small-business dominated sectors are museums, social services, religion, 
amusement and recreation, services to business, professional services, personal 
services, accommodation and food and miscellaneous. 


Yes I eee Se eee 


“Ibid. 
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iealth sectors generally performed better than the rest, Showing a 
similar pattern to that of manufacturing. (This is not true for firms 
=2mploying 50-99, due largely to the accommodation and food industry. 
since many small firms in this industry need to grow to 50-99 employees 
0 become viable, job creation is skewed to this category among small 
irms, pushing up the job creation figures for the entire small-business 
jominated sector.) 
Inthe 500+ category, three industries had outstanding growth — 
yusiness Services was up 139%, professional services 58% and 
iccommodation and food 44%. The performance of firms employing 
ewer than 20 people in the big-business dominated sector was on a very 
small base, so it is not statistically significant. 

The second pattern to the dominant role of small business in job 
‘reation lies in an examination of individual firms over a period, to 
‘stablish which ones are the giant killers in job creation. 

A study of the years 1978-1982? showed that employment in firms 

smploying fewer than five people grew by 54.3%, and accounted for 
1.7% of the new jobs created between 1978-1982. (These numbers do 
\ot coincide with those discussed in previous chapters because the 
eriod is different, but they are of the same order of magnitude.) 
__ Despite this growth, firms employing fewer than five people 
ccounted for only a marginally higher share of total employment in 1982 
han they did in 1978 (8.5% versus 7.8%). The reason, as indicated 
wreviously, is that many of the growing small firms grew out of the 
ategory of firms employing fewer than five people, so they were put ina 
igher category in 1982 than they were inin 1978. If the firms that 
mployed fewer than five people in 1978 are measured as a whole, 
vithout discounting the firms that grow into higher categories, their 
hare of the total workforce increased to 11.2% in 1982 from 7.8% in 
978. 

The same applies to firms that reduce their employment. Firms 

-mploying more than 500 people cannot grow into a higher category, but 
10re than 10% of the firms in this study declined into smaller 
ategories. These firms dropped more than a third of the jobs created by 
rms that stayed in the 500+ category. However, the firms that 
mployed 100-499 people in 1978 and grew into the 500+ category 
reated almost double the jobs lost by the declining big firms. 


| 
: than 500 people. In small- and medium-sized firms, education and 
| 


source: “An Analysis of Job Creation based on the T4 E mployment E stimates Data Base 
978-1982”. Statistical Analysis, Department of Regional Industrial Expansion. 1986. 
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By tracing these firms through their new categories, Tables 3.3 and 
3.4 give a much clearer picture of the real source of job creation. 

In all, 91% of the new jobs came from the 36,080 firms (5% of the 
total) that moved into a higher category over the four-year period. 
Among the 712,013 firms in 1982, there were four major sources of new 
jobs: those listed in Table 3.4. Most spectacularly, the 1,435 most 
dynamic small and medium-sized firms (0.2% of the total) created more 
than a quarter of all new jobs. 

There is another side to this coin, of course. The smallest firms lead 
a considerably more precarious existence. Of the 449,393 firms in 1978 
that employed fewer than five people, 41% had disappeared by 1982.* 
For firms employing 20-49 people, the death rate was a still-high 20%. 

The most severe instability was in firms employing 20-99 people. 
Although their death rate was lower at 15%, less than half of the firms 
that existed in 1978 remained in the same category, while 24% shrank to 
a smaller category and 11% expanded into bigger categories. The net 
employment picture was relatively stable, however, with the growing 
firms contributing 26% of total new jobs and the shrinking firms 
dragging 24% away. The overall net gain in jobs over the period was 5%. 

The largest firms had their share of job shrinkage from downsizing. — 
A mere 168 firms that employed more than 500 people in 1978, but were 
ina smaller category in 1982, dragged 10% away from job creation. 
Downsizing was spread evenly over all size categories and took away 
two-thirds of the gains made by firms growing into larger categories. 

Growth is clearly a high-risk activity. Among firms that started 
during 1978-82 and grew into a larger employment category by 1982, as 
many jobs were lost as were created — a 30% drag against a 31% gain. 
Discretion is the better part of valour, apparently, because the firms that) 
started during the period and cut back their employment to drop into a 
smaller category made a bigger net contribution to job creation. The 
births of these cautious firms added 29% of new jobs, while the firms 
that went under despite the retrenchment dragged job creation down by 
25%. 

Safest of all during a period which covers the worst recession in 
Canada since the 1930s were the firms that started in 1978-1984 but 
didn’t expand dramatically — an 84% contribution to job creation by the 
41% of new firms that survived to 1984 and a 63% drag on job creation 
by the 25% of firms that didn’t. 


‘Ibid. | 
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fable 3.35 Contributions to Job Creation, Canada, 1978-1982 


Share of total job creation by firm size in 1978 and 1982 


Firm size in 1982 


irm size 
11978 Smaller size Same size Larger size Total 
% % % % 
4 —- 1.6 ZZ 26.8 
19 —14.9 1S7 cA wel 7.9 
+)-49 Sae4) 1.6 13.9 1.6 
)-99 eal 1.4 12.1 3.4 
10-499 0 9.3 18.9 15.6 
0+ = er 29.3 — 19.2 
otal, Continuous 
|rms —61.6 44.9 91.2 74.5 
Irths 28.8 83.8 30.8 143.4 
lsaths . 2.3 —62.6 —30.0 = NRS) 
otal —58.1 66.1 92.0 100.0 
able 3.46 The Really Big Hitters in Job Creation 

Percentage of 
| Number Total New 
(itegory (1978 and 1982) of firms firms jobs 
lFirms that stayed in 500+ 12535 0.20% 19% 
{Firms employing fewer than 5 in 1978 that 
‘grew their category 24,611 3.50% 25% 
cluding those that jumped to more than 
/employees) 1,116 0.15% 8% 
37irms employing 5-19 in 1978 that outgrew 
tir category 7,292 1.00% 21% 
L‘irms employing 100-499 in 1978 that grew into 
1 500+ category 319 0.04% 19% 
id. 
id 
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The assumption that mid-sized firms have been the weak link in 
Canada is also cast in a different light by the performance of the 319 firms 
that employed 100-499 people in 1978 and grew into the 500+ category 
by 1982. They created 19% of the new jobs. Their replacements from 
smaller categories were not as strong — 1,235 firms went up a category 
from 50-99 but that accounted for only 12% of the new jobs. The net 
result was the now-familiar shrinking of the mid-sized categories. 

Ina similar study done for the period 1976-1984,’ manufacturing 
emerges as the industry most likely to produce high-growth firms from 
the smallest firms. Of the manufacturing firms that employed fewer than 
20 people in 1978, 7% grew into a higher category. Another 42% went 
out of business and only 51% remained in business in the same category. 
For all industries, 42% went out of business and only 2.5% grew into 
higher categories, split fairly evenly between manufacturing, trade and 
services. 

Of the 2.5% of the firms that were in business in 1978 and grew into 
higher categories by 1984, 83% employed 20-49, the next biggest 
category. 12% grew to employ 50-99 people and the rest employed more 
than 100 — including 22 that employed more than 500. 

Table 3.5 shows that 4.4% of the 2.5% of firms grew from having 
fewer than 20 employees in 1976 to having more than 100 in 1984. 
Although these are few in number (0.11% of the total or 435 firms), they 
are a major source of new jobs. The industry which has the most 
aggressive growth firms is finance, insurance and real estate, where 
11% of the firms that employed fewer than 20 in 1978 had grown to 100+ 
by 1984 — but at a price of having the highest failure rate, too, at 51%. 

Ontario and Alberta were the two provinces most likely to produce 
these high-growth small firms, with 2.8% and 2.9% respectively 
growing to a bigger category in 1984. They also had the highest failure 
rates at 43.9% and 46.7% respectively, emphasizing the inevitability of © 
failures in higher risk situations. After these two, the next most active 
province was Quebec, confirming that province’s shift into an 
entrepreneurial economy. 


7“A Study of Job Creation in Canada, 1976-1984’’. Statistical Analysis, Department of 
Regional Industrial Expansion. 1986. 
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A final indication of the firms most likely to grow is the type of 
enterprise — independent, a subsidiary, headquarters (subsidiary or 
ton-subsidiary) and branches. The polarization referred to earlier is laid 
dare in this analysis. Table 3.6 shows that 77% of new jobs in 1976-1984 
vame from independent businesses employing fewer than 20 people 
which accounted for 56% of the employment base in 1976) and 59% 
same from branches employing more than 500 (which accounted for 
20% of the employment base in 1976). All other size and enterprise-type 
sategories are minor compared to these two. 

The growth of the branches was dependent mainly on opening new 
wanches, which accounted for 66% employment growth versus only 
{1% from expansions of existing branches. Branches were also closed 
nore quickly, however, resulting in a 39% decline in jobs. 

Witjh the independent firms, growth came mainly from births as 
vell (33%), but deaths were high at 30%. There was better net growth 
n expansions (19%) net of contractions (12%). | 
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A An Anatomy of Roaring Successes 
{n the army of entrepreneurs who are changing the face of our economy, 
there is an elite corps whose businesses are growing at exponential 
tates. These select few embody much of the dynamism that 
distinguishes the entrepreneurial sector. Their success is seldom due to 
uck or being in the right place at the right time. They have an approach 
to business and an attitude toward life that sets them apart, even from 
other entrepreneurs. They have become a source of acute interest as 
nuch for other entrepreneurs hungry for success as for governments 
mxious to preside over booming economies. 
___ The Ontario government commissioned a study to find out more 
about these people.! The results of the study, titled Ontario’s Successful 
Businesses, are clear-cut: these businesses are different. 


‘We’ ve succeeded because of hard work. We identified 
specific market needs and went after them. We stayed abreast 
of the best technology money can buy and hired the most 
qualified people. We don’t just talk about honesty and 
integrity, we practise it in everything we do. Our people have 
a big say in the running of the company — it’s a family 
atmosphere.” — Manufacturer. 


_ Quotations from the interviews with the entrepreneurs illustrate 
he study’s conclusions, but they cannot be attributed to the individuals, 
vho spoke on condition their remarks be treated as confidential. 

__ The study identified 84 businesses that met four criteria: 


.. They had their head office in Ontario. 
|. They were not subsidiaries of another firm. 


’. They were founded in 1974 or later. Fifteen of the companies were 

| hot started from scratch but were bought by the current owner within 
_ the same time frame. They were included because the company was 

| totally transformed by the new owner, representing virtually a new 

_ venture. 

+, In 1986, the firm’s annual sales were more than $7.5 million or it 

_ €mployed more than 75 people. 

A —eees—a( eee 
‘Ontario’s Successful Businesses”’, conducted for the Ontario Ministry of Industry, 

| tade & Technology by Decision Marketing Research Ltd. 1987. 
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The record of these companies is impressive. Chart 4.1 shows how: 
employment has grown in these firms over the past few years. | 


Chart 4.1? Employment Growth in Successful Companies 
400 
Jom 
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Three of these companies, all in manufacturing, grew to employ 
more than 1,000 people and another eight grew to employ 500-1 ,000. 
Excluding these giants, the average successful company employed 173. 
people full time, a still-impressive performance. The successful firms | 
also employ a lot of part-timers, averaging 146 per firm. | 

These firms are also major employers of the groups that are 
generally underrepresented in the employment statistics. People unde 
30 accounted for almost half of the total employment versus only slightl 
more than one-quarter for the entire labour force.* Women accounted f’ 
45% of their employees versus 34% for the whole labour force. 

Table 4.1 demonstrates the impressive growth in annual sales of 
these firms — 19% a year, through the toughest recession in more that 
00 years. : 


a i SS ES eee 


Ibid. 

‘Source: “Demographic and Earnings Profile of Business Employment. 1984 - 
Statistics Canada, Small Business Statistics, Business Microdata Integration and | 
Analysis. April, 1987. 
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Table 4.14 The Growth Record of the Successful Companies 


Average sales growth 


All 
sectors Manufacturing Retail Service 
Sales 1981 ($ million) $16 $24 $16 $10 
1985 ($ million) 33 43 43 17 
Growth 1985/1981 (%) 103 81 173 67 
Annual compound growth (%) 19 16 29 14 


To put this record in perspective, the average growth numbers 
ronceal the difficulties of some of the sampled companies as a result of 
he recession. Fully 15% of the firms had lower Sales in 1985 than in 
1981. Yet they had still shown remarkable growth to 1985 from the time 
hey were founded. Even for the three-quarters of the firms that had 
ugher sales in 1985 than in 1981, the economy demanded a lean 
peration: only 58% had expanded their facilities, while 73% had 
‘xpanded their staff. 

_ “Tn the last five years, the firm has contracted in size. We have 
fewer employees for the same number of jobs and functions — 
people have taken responsibility for two jobs.” 

— Manufacturer. 

The outlook for the next five years is less restricted, with 88% of 
ae entrepreneurs expecting sales to grow and 70% expecting staff and 
cilities to grow. 

So what are these firms like? 94% of them are entirely domestically- 
wned. There is an unusual concentration of manufacturers, more than 
ouble the share of the general population of entrepreneurs. They were 
uicker to incorporate than most and 12 of the 84 have listed their shares 
athe stock exchange. Franchises are a popular route to growth — one- 
‘th of the total and half of the retail operations in the sample are 
anchisors or franchisees. 

The entrepreneurs themselves are a breed apart. Compared to the 
*neral population of entrepreneurs, they are older, better educated 
id, so far, they tend to be men. A study of a comprehensive cross 
ction of startup firms in Ontario during 1982-19845 examined 861 new 
8 ee ee ee Cr caret a 


ource: Based on information contained in “Ontario’s Successful Businesses,” 
ducted for the Ontario Ministry of Industry, Trade & Technology by Decision 
larketing Research Ltd. 1987. 

durce: “Newly-Formed Small Businesses in Ontario, 1982-1984”. Conducted for the 


nall Business Branch, Ministry of Industry, Trade & Technology by The Creative 
esearch Group. 1985. 
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businesses registered during the period. While almost one-quarter of 
this larger group were started by women, all but one of the successful 
companies were led by men. 

Almost none of the entrepreneurs running the successful companies 
were younger than 30 while a sixth of the large group were. The 
concentration of people aged more than 50 was correspondingly higher 
for the successful companies. Finally, two-thirds of the successful 
entrepreneurs have university degrees, double the rate for the large 
group. | 

Oldest sons appear to have an edge over their less fortunate siblings 
(if they want to become an entrepreneur). Almost two-thirds of the 
entrepreneurs running successful companies were the eldest child, the 
eldest male child or the only child. They tend to come from larger 
families, too — more than a third had three or more siblings. 

Consistent with other research, their fathers come mostly from 
executive and entrepreneurial backgrounds. | 

A little more than half of these entrepreneurs are founders who have 
owned their firm from the beginning — some of the rest bought | 
operational companies and several had helped start the firm, then taken. 
it over from the founder. | 

A major international study® has delineated two principal 
entrepreneurial types — craftspeople and businesspeople or 
opportunists. Their characteristics are repeated across cultural and 
national boundaries. The former seek perfection in their product or 
service, have a strong need to prove themselves, want to make a lot of 
money and aim to build something for their children. The latter are 
motivated by the imperatives of the business rather than personal 
feelings and are mainly interested in the business prospering. For them, 
personal wealth is a side-benefit (enjoyed and appreciated but not the be 
all and the end all). The prototypes are unmistakable in the two groups 0 
people studied in Ontario, as Table 4.2 shows. 

For the cross section, the major influences are previous experience’ 
in the same type of business and a background of skilled labour — an 
unmistakable indication of the large component of craftspeople in the 
average entrepreneurial firm. In the successful companies, that 
component is absent. 


Cs mm ah ee ee 


6A major survey of almost 4,000 entrepreneurs in 11 countries, including Canada, was 
conducted by SKIM Industrial Market Research, based in the Netherlands. The 
sample in each country was 180 firms older than 5 years that have grown at least as fa: 
as GNP plus another 180 firms less than five years old. 
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Table 4.27 Previous Experience of E ntrepreneurs 


Comparison of the previous experience of a cross section 
of 861 entrepreneurs and 84 successful companies 


Cross section of 84 successful 
861 entrepreneurs entrepreneurs 
% % 
en Se ee ek eee ee, 
Vorked in this type of business before 78 64 
)ther relevant experience ff 35 
lo previous experience 15 1 
revious experience in running a 60 81 
usiness 
'revious job: 
xecutive/owner/manager 42 81 
rofessional 10 ff 
ales 9 5 
lerical/white collar 10 1 
xilled labour 21 1 
nskilled labour 3 0 
udent 2 4 
ther 2 1 


“T didn’t know anything about [this business]... .What I bring 
to [this business] is common sense. I sit here and I look at 
what’s happening on the floor and I can see what’s a problem. 
So then I can see what to do to solve it too — that’s what I do 
for this business.”” — Service company. 


__ More than a third of these people have only indirect experience in 
eir type of business and more than 80% of them come from an 
‘ecutive background with experience in running a business. The cross 
‘ction, by contrast, has far fewer executive types and somewhat less 
perience in running a business. Fully 15% have no previous 
‘perience, relevant or otherwise, in their type of business. 
Half of the successful entrepreneurs who came from a background 
executive, owner or manager had a title of President, General 
‘anager or Vice President. These people, moreover, are more likely to 
‘rt their own businesses in an industry in which they have no direct 
ere rer NE 
-urce: “Ontario’s Successful Businesses,” conducted for the Ontario Ministry of 
lustry, Trade & Technology by Decision Marketing Research Ltd. 1987. 
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experience. More than a third of the people who had no previous 
experience in their business had been an executive, an owner or a 
manager while only 21% of those who had previous experience in their 
type of business came from this background. 

People with financial backgrounds, particularly accountants, appear 
to be most confident of their ability to thrive in strange environments. 
One-third of the people who had no previous experience in their 
business have a C.A. ora financial background versus 16% in the group 
that did have direct experience. 

Half of the successful entrepreneurs and one-third of the cross 
section have started other businesses previously, averaging about three 
businesses each. The successful entrepreneurs have a better track 
record, however, with almost two-thirds of their businesses still active, 
compared to 41% for the cross section. The founders among the 
successful entrepreneurs were less likely than the rest to have started 
other businesses — only 42% have done so and they started an average 
of two businesses each, less than half the average for non-founders. 

These, then, are the people. Why have they been so successful? 
They are a great deal more ambitious than the average entrepreneur, as 
three-quarters of them wanted, when they first started out, to grow into 
a really big firm. Only half the cross section feels that way. Like all 
entrepreneurs, they want to be their own boss. 


“T couldn’t work for anybody else. I can’t take direction.” — 
Service company. 


They also want to make money and they figure they have seen a 
market opportunity for which they have the relevant experience. Unlike 
most entrepreneurs, they are more likely to have always wanted to run 
their own business. They also are more likely to do so on their own 
terms, rather than being forced into it out of economic necessity. 

There is a remarkable degree of agreement in their own 
assessments of why they succeed. Table 4.3 shows how they rate the 
strengths of their businesses and the reasons for their success. There’s 
not always consistency between the two. 

Product quality covers product, service, product quality, better 
products/services; attitude to client, customer service; catering to 
customers’ needs; technical strength, keeping up with technology; 
reputation, high standards, well-known brands; full range of products/ 
Services. 

Management covers good management, good leadership; 
understanding markets, the industry, recognizing opportunities; hands- 
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fable 4.38 Entrepreneurs’ Secrets of Success 


Number of volunteered mentions of business strengths and 
reasons for success, expressed as a percentage of the respondents 


Reasons for 


tharacteristic Strengths success 
% % 
roduct quality 80 115 
[anagement 91 86 
ood people 83 64 
haracter 24 03 
ficiency 16 21 
ocation 23 6 
nancial strength fh 2 
ick 0 5 


(management, managerial control; marketing practices, good 
larketing; planning, good strategy; right time, timing; 
atrepreneurship. 

Good people covers people, personnel, fine team, good staff, 
(mpetent employees; loyal employees, motivated, dedicated; staff 
(pertise, well-trained staff; input from staff: profit sharing; hiring 
(alified people. 

Character covers desire for expansion, willingness to take risks; 
l:egrity, honesty, sound principles; hard work; stability, long-term 
‘mmitment. 

Efficiency covers competitive prices; low-cost operation; 
callenge of competitors. 

Location covers location; local involvement ; we're Canadian, 
lief in Canadian products. 

Quality of product or service is clearly the item most successful 
-repreneurs like to rely on. The 84 entrepreneurs in this study 
/ntioned product quality, in various guises, as the reason for their 
3cess 98 times. 


“The key is attention to detail, concern with customer needs, 

lack of greed. It’s giving the customer the right product at the 

right price. Keep in mind ‘tomorrow’ — that you're not just in 
business for today.” — Retail and service company. 


i7, 
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The other major secrets of success are management and leadership, 
good employees and the sterling character traits of the entrepreneurs. 


“The people involved in our company are our strengths. A 
goal-oriented organization — our employees are taught to 

think in a positive manner and know where the company 1S 
going.”” — Service company. 


“I think we’re successful because of a mixture of hard work, 
which we like, brains and fear. People, of course. Of course! 
Staying out of trouble, knowing the downside. Prudent 
opportunism and quick movement.” — Manufacturer. 


“T’ma great believer ina company’s success — a combination 
of determination, enthusiasm and expecting the best from all 
employees. My staff works with me because we have fun — 
we have parties together. We don’t stop spending money on 
the staffand if we take them to lunch, we pay. If someone has a 
problem, we take care of it. Full-time employees get a share in 
both the growth and the profit. Part-time employees are 
rewarded with cash bonuses, no shares.” — Retail and 
service company. 


“There is nothing that is not correctable in our company. We 
are very quick to respond to problems and our small 
management team is loose, flexible in thinking and 
responding.” — Retail company. 


The top four secrets of success were also rated the top four 
strengths of the successful businesses — but in quite different rankings. 
They ranked their own management as the most important strength, 
with more mentions than they gave it for their secrets of success. While 
they ranked their employees as a great strength of their businesses, 
second only to management, they feel that their employees’ contributior 
to the success of their businesses is somewhat less significant. By 
contrast, they did not mention their own character traits too often as a 
source of strength of the firm, yet they cited those traits twice as often 
as a significant contributor to their firms’ success. Product quality and 
character received significantly less attention as a strength of the 
business than they did as reasons for their success. 

Not surprisingly, financial strength is not high on the list of 
strengths. By definition, an entrepreneur is someone who creates 
wealth with inadequate resources, so if financial strength was a major 
factor in their businesses, they wouldn’t have to be entrepreneurial. 
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Luck, equally unsurprisingly, doesn’t feature as a strength, but it 
{so hasn't impressed the successful entrepreneurs as being responsible 
any serious way for their success. 

Looking at these same responses by sector, the patterns are similar 
etween manufacturing, retailing and service companies. However, the 
eople who bought operational companies had some marked differences 
i their view of the reasons for the success of their firms. Product quality 
‘as rated a great deal higher, receiving proportionately half as many 
lentions again as the whole group. These people rated their employees 
lot lower (59%) as well as their own characters (40%). 

The perceived weaknesses of the successful firms are the reverse 
‘flection of the perceived strengths. Financial constraints are 
,entioned most often. However, when all the mentions are added up 
der various guises, the biggest concern is management, with 
entions numbering 67% of the respondents, followed by employees 
‘ith 53%. 


“We're a little set in our ways. . .We have a tendency to deal 
with many opportunities at the same time. We lack some 
classical departments, such as marketing and personnel. 
We're still young and have not defined strategies.” — 
Manufacturer. 


““We’re perhaps slow to react to market conditions because of 
loyalties. There are now a hundred competitors where 10 
years ago we were alone, so we need to work on market 
share.”” — Service company. 


“We have outgrown a lot of our people — they could get the job 
done before and now can’t. There comes a time when 
entrepreneurial style has to be twinned with a more 
organizational management.”’ — Manufacturer. 


“People don’t want to work. Life is no free ride. I believe the 
children today are not being taught. This new generation is 

_ frustrating; no-one trains them for the real world. It’s a real 

_ problem.” — Manufacturer. 


Competitors and the market generally are not a major concern, as 
ight be expected from successful companies, although these factors 
!re mentioned by a third of the sample. Government really doesn’t 
‘her them much as a group, although it bothers some of them a lot. 
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“A real problem is government red tape over so many things: 
They are slow and inefficient in tax and health departments 
and especially the W.C.B. We don’t get responsible, hard 
workers out of the schools either. In spite of this, we’re strong 
and have grown. We have a lot of trouble with some of the 
union rulings because they insist that someone can keep 
climbing up the ladder whether they are qualified or not.” — 
Manufacturer. 


There are significant variances in their perception of weaknesses 
between the sectors, as Table 4.4 shows. The manufacturers worry 
most, mentioning 45% more problem areas than retailers and service — 
companies. The manufacturers are particularly concerned with financial 
constraints and their own management (77%). The owners of bought 
companies, most of whom are manufacturers, rated their own 
management as much less ofa problem than did the rest of the | 
entrepreneurs and they rated their employees as a much bigger problem 
than the others. One in 10 of the entrepreneurs said they had no | 
weaknesses at all — led by the those in the service industries, one in five 
of whom feel they have no weaknesses. 

Management covers too rapid growth, too big too fast; weak 
management; marketing, no marketing department; not enough 
management; lack of internal communication; normal growing pains; 
small, can’t produce fast enough; set in our ways; external managemen| 
systems; need to solidify our long-term planning systems. | 

Staff covers lack of trained staff; lack of motivated staff; staff | 
productivity; lack of available qualified staff; staffing problem, turnover; 
no personnel department; union rulings, organized labour; schools don’ 
produce responsible workers; skilled workers. 

Competition/market covers market conditions; severe 
competition, imports; changing times; only in Canada, no export 
market. 

Government covers government red tape; lack of government 
support; taxes. 

The concern with financial constraints becomes crystal clear in the 
light of the size of the investment made in their businesses by the | 
successful entrepreneurs. When they started their firms, they investec 
on average, 72 times the amount invested at startup by the cross sectic 
of entrepreneurs. That’s $2.4 million versus $33,000 by the cross 
section. These numbers are heavily weighted by 18 really big startups, 
fifth of the sample, which had average startup investments of more that: 
$8 million each. Much of the weight of these investments comes from — 


| 
| 
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the companies that were bought as operational concerns. The five 
biggest of them had an average investment of more than $15 million 
each. 


“We started as a junior [type] company controlled by someone 
else. We now have our own operations, renegotiated by new 
management. It took $160 million — which shows the market 
believes in us.” —Leveraged buy-out. 


The remaining 13 of the 18 major investors averaged $6 million. 
Without the five biggest investors, the average for the whole sample 
drops to $1.4 million from $2.4 million. Without the 18 major investors, 
the other 66 entrepreneurs averaged an investment of $350,000 — still 
more than 10 times the average for all entrepreneurs. In the cross 
section, 80% had investments of less than $50,000 versus 24% for the 
successful entrepreneurs. 

The service businesses are remarkable for their far smaller capital 
requirement at startup — an average of only $700,000. Half the service 
firms started with less than $100,000 versus a third for the whole 
sample. 

Table 4.5 shows the sources of financing for the successful firms. 
The most striking observation is that the successful entrepreneurs’ 
reliance on conventional financial institutions is more than double that of 
the cross section. The successful entrepreneurs also relied far less on 
their own financial resources, with almost half putting none of their own 
money into their new venture, whereas every single one of the cross 
section put up some money themselves. Three-quarters of the 
entrepreneurs who bought companies put none of their own money into 
them. The successful entrepreneurs also sought out other investors to: 
far greater degree, although they had about the same degree of success 
in persuading their friends and relatives to invest in them. 

For refinancing, the picture changes significantly. All the 
entrepreneurs rely more heavily on conventional sources of financing, 2 
might be expected, although one-third of the cross section still keeps 
away from banks. The successful entrepreneurs also put a lot more of 
their own money into the company once it’s established than do the 
entrepreneurs in the cross section, most of whom don’t put in any mort 
at all after startup. Relatives and friends continue to play an important 
role in the cross section’s attempts to refinance, but they disappear fro 
the successful entrepreneurs’ plans once the business is going. 
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Table 4.51° Where the Finance Comes From 


Sources of funds at startup and for refinancing 


Cross section Successful businesses 


Source of funds Incorporated Unincorporated Total Bought cos. 


% % % % 

At startup 

Banks/financial 28 25 66 80 
institutions 

Relatives 9 20 17 13 
Friends 6 11 6 Z 
Other investors 9 6 29 13 
Partner 10 6 — ~— 
Own money 100 100 04 27 
Earnings 3 Z — _ 
Government ~— 3 _ 
Related company a — 14 20 
Other : 1 2 — 
For refinancing 

Banks/financial 
‘institutions 74 60 94 80 
Relatives 13 18 — 
Friends 6 13 _ = 
Other investors 1 5 8 13 
Partner 2 1 — 
Own capital 6 6 35 40 
Earnings 7 11 _ — 
Government 1 al 7 
Other = 1 2 


*less than half of one percent 


Ibid. 
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Almost two-thirds of the successful companies use government 
assistance of some kind or other, although not usually for financing. 
Government financing is barely used at startup by either the cross 
section or the successful firms. However, once they’re established, a 
tenth of the successful businesses use financial assistance from the 
federal government, 7% from the provincial government. Only 5% use 
Small-Business-Loans-Act loans and 4% use Small Business 
Development Corporations. 

The most popular contributions from governments are salary 
assistance programs (used by a third of the successful companies), 
mostly in retail and service firms where more than half use them. 
Manufacturers, however, are the biggest users of government 
programs, probably because so many of the programs are aimed 
exclusively at the manufacturing sector. The other popular programs are 
the federal government’s PEMD (Program for Export Market 
Development) and the provincial government’s TIBI (Training in 
Business & Industry), both of which were used by a quarter of the 
manufacturers. 

The successful companies are typically activists. They like running 
the show — only a fifth of them think they need to delegate more — and 
they’re hands-on managers. Three-quarters of them made 
organizational changes in the last five years, mostly restructuring, 
increasing management and expanding facilities. 


‘‘We have had a total reorganization. We have only one 
manager with us now from the old days (before we bought). 
We have put in a strong middle management force and a good 
re-education program. We are totally computerized.”” — 
Manufacturer. 


The companies that had been bought made fewer changes, 
presumably because a going concern needs fewer adjustments than a 
startup, but one-fifth of these companies added skilled workers, double 
the rate of the rest of the group. The other area where the bought 
companies were more active was in changing the ownership structure, 
again a common occurrence when large sums have been invested in a 
takeover. 

These people view the future with some equanimity. A third of the 
bought companies and a fifth of the whole group say they expect no 
changes or only minor changes in the next five years. They also expect 
to stay in the same place. Two-thirds of them haven’t moved in the past 
five years and most of the rest stayed within the same municipality when 
they did move. They expect more of the same for the next five years. 
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__ Which brings us to planning. Most of them have formal, written 

| jlans, even though more than half of them didn’t have one when they 
started up. Retailers, half of whom are franchises, almost all have formal 
written plans. Presumably the big-leaguers who invested more than $1 
nillion at startup had full-scale plans — investors don’t put out money on 
hat scale without one — and only 40% of the entrepreneurs who bought 
)perational companies started out without a plan. Nevertheless, it is 
>urprising that a higher proportion of the cross section started out witha 
‘ormal plan than the successful group. 


‘“We know where we’ re going but there is nothing written in 
stone. I don’t believe in written anything. A new business 
doesn’t have time to think of that. You just get on with it! I feel 
that you need to be flexible — you don’t have the luxury to sit 
around and make plans, especially written ones. We had a plan! 
We wanted to take 25% of the market and we knew we had to 
do that. We only needed to know that and we did it. Without a 
written plan.’’ — Manufacturer. 


They’ re different, and unpredictable. That’s why they succeed. 
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9 Government Imperatives and 
the Small Business Response 


| 5 Government Imperatives and the 
Small Business Response 


The newly prominent role of small business as a driving force in the 
economy has had an unexpected result: governments seeking efficient 
ways of implementing social policies no longer regard small businesses 
as peripheral. As their economic weight begins to be felt, small 
businesses are beginning, in turn, to feel the weight of government 
priorities. 

___ The most significant initiative in Ontario in this respect has been 
the passage this year of legislation governing equal pay for work of equal 
value. A second set of initiatives, equally far-reaching, is the intense 
scrutiny of the tax system at both federal and provincial levels. 

Much of the fierce debate over pay equity revolved around the 
ability of small businesses to handle the administrative workload 
imposed by such a complex system. The extra paperwork would be a 
heavy burden. Most of all, however, the majority of the entrepreneurs 
who own and run these businesses simply don’t have the time or the 
resources to grapple with elaborate personnel systems. 


Personnel Practices 


A recent survey! in Ontario of 302 small firms employing fewer than 100 
people found that only 5% of them said they have personnel managers. 
Even in firms with 50-99 employees, only 11% have personnel 
managers. Most owner/managers delegate the major responsibility for 
the personnel function, with only slightly more than a third handling the 
responsibilities themselves on a part-time basis. 

Inevitably, small businesses don’t build elaborate, formal systems 
0 define their employees’ jobs, evaluate their performance within those 
lefinitions and pay them salaries according to pay scales geared to the 
>valuations. That doesn’t mean salaries don’t reflect performance, 
Aowever. Almost half of them have special arrangements such as bonus 
dlans, stock plans or merit pay. Two-thirds of these plans are aimed at all 
*mployees and the balance are intended mainly for management and 
rofessional employees. The larger firms in the small-business category 


Source: “Pay Equity and Ontario’s Small Business Sector’’, prepared by Urban 
Dimensions Group Inc. for Small Business Advocacy in Ontario’s Ministry of 
Industry, Trade & Technology. 
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are more likely to have these special compensation plans but even the 
smallest, with fewer than 10 employees, use this approach in about a 
third of the firms. | 
When it comes to the nitty gritty of personnel systems, smallfirms | 
are not keen practitioners of the art. Three-quarters of the small firms in. 
this survey have no formal procedure for drawing up job descriptions. 
Most of them feel it is too difficult to define specific jobs (“everyone 
does everything”) or the tasks to be described are self-evident and 
therefore don’t require a formal description. Most of them say they give | 
their employees verbal job descriptions, however. | 
Table 5.1 shows that only one-sixth of the small firms perform job 
evaluations. As might have been expected, the larger firms are more 
likely to have formal systems. There is, however, a strange blip where 
firms employing 10-19 people seem to be more likely to have job ! 
descriptions and evaluations than firms employing 20-49 people. There 
is no obvious explanation for this. 


Table 5.1? Personnel Systems Are Rare in Small Firms 
ia Percentage of firms having 

Firm size 

(# employees) Job descriptions Job evaluations | 
% % | 

1-9 8 4 | 

10-19 30 16 | 

20-49 a 13 | 

50-100 38 25 | 

All sizes 24 17 


Of the firms that do have formal systems for job descriptions, most) 
have fairly detailed or very detailed descriptions. Half of them change 
the description as the need arises (when the job’s function changes or a 
new employee takes the position) and half change at regular intervals. — 

In designing their job descriptions, almost all of them pay attention 
to the job activities, management role, responsibility and supervision. — 
Very few of them pay attention to emotional or time pressures, physical 
working conditions and travel. A little more than half consider skills and - 
education, equipment used on the job and contact with the public. 

If there are no formal job evaluations, by far the most common basi 
for setting salaries is management’s judgement of merit, followed by the 


“Ibid. 
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firm’s ability to pay (see Table 5.2). The smallest firms employing fewer 
than 10 people reverse these rankings. They think ability to pay is the 
most important factor and they devote below-average attention to merit. 


Table 5.23 What It Takes to Get a Raise in Small Firms 


Percentage of firms that consider the factors 
shown in setting wage and salary rates 


Percentage considering the factor by firm size 


Factor 1-9 10-19 20-49 50-100 Allsizes 
% % % % % 
Merit 50 60 74 76 63 
\bility to pay 54 38 34 ai 36 
supply & demand 24 16 SL 29 26 
seniority 4 12 7 15 9 
expertise 6 7 4 10 6 
‘mployee’s future prospects 6 —- 4 2 4 
vollective bargaining 1 Z 4 8 4 


The only other significant factor is “supply and demand” or the 
narketplace, which is ranked as the third most important factor by all 
he sampled firms. This usually means they assess the market through 
adividual situations, such as when competing job offers are made to 
alued employees, and by informal consultation with other employers in 
he same area or business. Some professional practitioners of personnel 
ystems discount this practice, preferring market research that involves 
laborate wage and salary surveys, but when there are so few people 
wolved, scientific surveys are largely irrelevant anyway. 

Contrary to popular belief, small firms are quite progressive in the 
mployee benefits they provide. Table 5.3 shows that the most popular 
enefits are group life insurance, company-paid OHIP or a private 
1edical plan, compassionate leave and severance pay. The least popular, 
y far, is paid maternity leave. Pension plans are offered by only 37% of 
mall firms. 

___ Itis notable that the firms employing 20-100 people are twice as 
xely to offer employee benefits as the smallest firms, employing fewer 
lan 20. Also, the benefits the smallest firms provide reveal different 
‘lorities, with medical plans and short-term sickness rating high and 
‘oup life insurance rating relatively low. 


nd. 
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Table 5.34 Employee Benefits Offered by Small Firms 
Percentage of firms offering a given 
employee benefit 

Pe 2 ecole gt ale Rs Oe ae SP eenee nee ee eee 
Benefit 1-9 10-19 20-49 50-100 Allsizes 
eee 2 Se ae 

% % % % % 

(tae A eRe hy aie ed) eee eee 
Group life insurance 21 59 81 89 63 
OHIP or private medical plan 28 43 66 89 58 
Bereavement leave 28 59 64 84 58 
Severance pay 32 | 54 67 78 58 
Short-term sickness OL 50 59 76 53 
Long-term disability 17 48 66 69 50 
Vision care, hearing, dental 20 52 58 (hs 51 
Pension plan n/a n/a n/a n/a 37 
Paid maternity leave 11 16 18 PA 16 
Women at Work 


The average wage paid to women in Ontario is about 62% of the average 
wage paid to men. This gap has fallen only three percentage points in the 
past 18 years, despite many attempts to deal with it. 

According to the green paper on pay equity, the overall 38% wage 
gap is the result of four major differences between the work performed 
by men and women: 


1. Women work fewer hours than men 16% 
2. Women’s workforce experience, education and degree 

of unionization is less than that of men 5%-10% 
3 Women are concentrated in certain job ghettoes which 

are rated relatively low for salary purposes 10%-157 
4. Some employers are still not respecting the law 

requiring equal pay for equal work 5Y 
All factors 389 


The job ghettoes are striking. Females account for 98% of typists, 
92% of nurses and 69% of people in food services. By contrast, they 
account for only 2% of construction workers, 10% of engineers and 327 
of university teachers. | 


‘Ibid. 
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Table 5.45 Concentration of Women by Occupation 

Jccupation Percentage of women workers 
% 
lerical 79 
Services 61 
Jales 45 
Managerial and professional 37 
Materials handling 35 
‘arming, fishing, forestry 26 
Aanufacturing yA 
Yansport equipment operators 10 
/onstruction trades Y 
)thers eA 


There is one occupation that is changing quickly. Chart 5.1 shows 
ow women entrepreneurs are moving perhaps faster than in any other 
rea to increase their share of their occupation. 


Yhart 5.16 Percentage of Entrepreneurs Who Are Women, 
| Canada, 1970-1984 

O% 

0% 

{ 

O% 

0% 

‘O% 


1970 1972 1974 — WO We 9419761978 1980 198219 1978 1980 1982 1984 


ource: “Green Paper on Pay Equity”, Honourable Ian Scott Q.C., Attorney General 
nd Minister Responsible for Women’s Issues. 
iource: Revenue Canada. 
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Table 5.5 shows how much the concentration of women workers 
varies between industries. It’s notable that the smallest firms employ a 
significantly higher percentage of women than all other sizes of small 
business in every industry except manufacturing. 


Table 5.5’ Female Job Ghettoes, Canada, 1983 


Female employees as a % of male 
employees by firm size (employees) 


Industry 0-4 5-19 20-49 50-99 
Primary Al 33 2A 24 
Manufacturing 48 44 47 56 
Construction 16 11 8 6 
Transport, Communications & Utilities 4] 30 20 31 
Wholesale Trade 51 4] 45 47 
Retail Trade 89 64 64 60 
Finance, Insurance & Real Estate 106 101 107 82 
Services 184 138 23 119 
Total 75 65 62 63 
Pay Equity 


The Ontario Women’s Directorate estimates that the pay equity 
legislation introduced earlier this year can remove between a quarter 
and a half of the wage gap for women. However, as the law is drafted, its 
effectiveness will rest to a significant degree on how well the system 
works for small businesses, which employ about half of the working 
women in the province. 

Since small businesses don’t have to post formal plans for meeting 
the provisions of the law, many of the disputes will be individual cases. 
These can be dealt with by arbitration or by formal hearings before the 
Pay Equity Hearings Tribunal. A great deal will depend on the quality of 
the communication between employers and their employees, which will 
determine the degree to which both will resort to legal proceedings to 
settle their differences. 

There is moreover some doubt as to the level of understanding of 


‘Source: “Achieving Pay Equity in Small Businesses in Ontario”’, prepared for the 
Policy and Research Branch of the Ontario Women’s Directorate, by Blackhurst van 
Beinum & Associates. 
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day equity in small businesses. The survey of small firms® referred to 
earlier found that 54% of the firms with fewer than 10 employees said 
hey already had pay equity and 22% said they could implement pay 
equity in less than a year. Only 12% didn’t know how long it would take 
‘hem to integrate pay equity into their personnel practices. 

By contrast, only a quarter of the firms employing 50-100 people 
said they already have pay equity and 41% said they didn’t know how 
ong it would take them to implement it. The inference is that the 
smallest firms don’t appreciate just how much is involved in pay equity. 
Che government accordingly decided to exempt entirely the smallest 
irms from the provisions of the act. 

Even for firms employing 10-100 people, the lack of understanding 
if pay equity is a significant barrier to strict enforcement of the 
2gislation. Less than a quarter of the firms in the survey mentioned 
bove realized they would have to develop some method to take account 
iftheir employees’ skills, effort, responsibilities and working 
onditions. The government accordingly made the process less rigorous 
or these firms, although they still have to comply with the law’s 
rovisions. 

The main elements of the pay equity legislation as it affects small 
usiness are as follows: 


. The act does not apply at all to firms with fewer than 10 full-time and 
permanent part-time employees. 


. Employers with 10-99 employees are covered but they do not have to 

_ prepare a pay-equity plan outlining the areas of discrimination and 
measures planned to correct them. However, employees can 
complain about inequities and, if they do so, employers have to defend 
themselves before pay equity officers. Part of that defence will 
involve preparing assessments comparing jobs performed primarily 
by men with those performed primarily by women. If pay equity 
officers deem there are pay inequities, they can issue orders to the 

' employers to adjust their wages accordingly. That order can be 
appealed to the Pay Equity Hearings Tribunal. Failure to comply can 

_ incur fines up to $25,000 for a firm, $2,000 for an individual. 
Employers are not allowed to penalize employees who lodge 
complaints and employees who make trivial or frivolous complaints 
may be refused a hearing by the Review Officer. 


ource: “Pay Equity and Ontario’s Small Business Sector’”’, prepared by Urban 
imensions Group Inc. for Small Business Advocacy in Ontario’s Ministry of 
idustry, Trade & Technology. 
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3. Complaints can be lodged five years (50-99 employees) or six years 
(10-49 employees) after the effective date of the legislation. 


4, Adjustments for pay inequities are limited to 1% of the previous 
year’s total payroll. 


5. Pay inequities exist when there are two job classes in the same 
establishment, one dominated by women (more than 60% women) 
and the other dominated by men (more than 70% men), that are 
comparable in value but paid different wages. An establishment is 
defined as an operation within a regional municipality, county or 
territorial district. An employer that has a warehouse in Ottawa anda 
plant in Toronto does not have to achieve pay equity between the two 
operations — only within each of them. 


6. Comparability is assessed by rating jobs on the basis of four criteria: 
© Skill 
e Effort 
e Responsibility 
e Working conditions. 
The jobs can be rated on these criteria by any reasonable method 
chosen by the employer. This could be ranking the jobs within each 
criterion and then adding up the rankings for each job. It could be 
more complicated with points assigned for each criterion and then 
adding up the points for each job. 


7. Wage differences can exist for reasons unrelated to gender — e.g., 
merit, skills shortages, seniority, hours worked, differences in 
education, experience, etc. 


8. The Pay Equity Office will provide people to address seminars and to 
advise individual firms on the policies and requirements of the 
legislation. 


Payroll Taxes 


Taxing employers for employing people has long been a bone of 
contention in small businesses, which tend to be more labour-intensive 
than big businesses. In the past few years, this issue has been 
exacerbated as payroll taxes have grown significantly as a percentage of 
wages and salaries. 

A recent survey? found that the higher level of payroll taxes now 


*Source: “Small Business Payroll Taxes, 1986”. Prepared by Jackie Wood for the Small 
Business Branch, Ministry of Industry, Trade & Technology. 
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threatens to deter small firms from hiring and to impair job creation. 
Among firms less than three years old, two-thirds said they consider 
payroll taxes when hiring. Even among manufacturers employing 50-100 
people, 40% said they consider payroll taxes when hiring. 

Payroll taxes as a whole rose almost 90% between 1981-87, far 
dutweighing inflation, wage increases and growth in the Gross 
Provincial Product, as Chart 5.2 illustrates. 


Chart 5,21° The Payroll Tax Load, 1981-1987 (1) 


Average annual increases in payroll taxes 
compared to key economic indicators 


15% 


0% 


o% 


ine Gre Payroll 
Taxes 


The bulk of the increase in payroll taxes came from Workers’ 
/ompensation Board premiums, which rose 149% over the six years, 
xceeding the combined annual increases of premiums for 
Jnemployment Insurance and Canada Pension Plan. Chart 5.3 shows 
ow payroll taxes per employee have grown over the six years. 

im lo grow this fast, payroll taxes have had to increase more than 11% 
year during 1981-87. Table 5.6 shows how this has raised the 
roportion of salaries that employers have to pay for payroll taxes. 


Source: “Small Business Payroll Taxes, 1987’’. Prepared by Jackie Wood with the 


ssistance of Allison Barr, for the Small Business Branch, Ministry of Industry, Trade 
& Technology. 


dT 


5 Government Imperatives and 
the Small Business Response 


Chart 5.37? The Payroll Tax Load, 1981-1987 (2) 


Small business payroll taxes per employee 


UIC 


28.2% 


VIC 


1981 1987 
$904 $1712 

Table 5.6/? The Payroll Tax Load, 1981-1987 (3) 

Average 

annual Asa% Asa% 

increase of payroll of payroll 

Payroll tax 1981-87* 1981 1987* 
% % % 

Unemployment Insurance 9.8 2.4 3.0 
Canada Pension Plan 6.0 La? Le 
Workers’ Compensation 16.4 19 35 
Total EZ 6.0 8.2 


* Actual costs for 1981-85; estimated costs for 1986 and 1987. 


"Ibid. 
Ibid. 
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fax Reform 


ax reform will change a lot of things in business, but it won’t make it 
ny simpler. The shift away from income tax to consumption tax is 
enerally applauded — provided the introduction of a national sales tax 
oes ahead as planned and within the guidelines generally agreed upon 
y the government and the business community. 

For corporations, the general intent of the federal white paper on 
ax reform, released in June of 1987, is to raise federal tax rates slightly 
tom 19.9% to 21.1%, but an exception will be made for small 
usinesses. The small-business rate will drop to 12% from 15%, but 
ther changes in the tax regime will increase tax payable. The net effect 
nll be an average tax rate of 13.5% before and after tax reform. Most 
mall businesses have some income which doesn’t come under the 
200,000 limit of annual income that qualifies for the special small- 
usiness rate, so they pay at higher rates on the excess, raising the 
verall level of tax to 13.5%. 

The small business community is satisfied with this approach, 
though manufacturing firms will be hurt. Manufacturers currently 
yoy a special reduction in tax rates of five percentage points, which 
ley will now lose — along with tighter provisions for Investment Tax 
redits and Capital Cost Allowances. 

For manufacturers, the combined federal/provincial tax rate after 
X reform will be slightly lower than in the U.S., but general corporate 
ites will be 1% to 7% higher than U.S. rates. 

Some small businesses may incur extra administrative costs of 
yout $850 a year owing to the new requirement that payroll source 
»ductions be remitted to the federal government weekly by firms with 
onthly remittances of more than $15,000. Raising the monthly 
imittance floor to $50,000 would alleviate the burden on small firms. 

There is also some concern that the broad new anti-tax-avoidance 
‘ovisions inject an element of uncertainty into business planning. The 
vernment has suggested a new ‘“‘business purpose” test and a “step 
‘alysis test”’ that would allow Revenue Canada to look at each step ofa 
lisiness transaction to see if it has any useful business purpose other 
lan tax avoidance. 

As regards personal taxation, the intent of the white paper is to 
‘ualize the tax treatment between salary or bonus, dividends and 
(pital gains. 

Two important measures on capital gains tax affect small 
 sinesses. Capital gains up to $100,000 are currently exempted from 
‘oital gains tax. This limit was supposed to rise to $500,000 but tax 
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reform will cap the exemption at its current limit for everyone except 
farmers and small businesses who will be allowed up to $500,000 of 
capital gains tax-free from 1988. Against that, the calculation of taxable 
capital gains will be changed so that two-thirds of the actual gain will be 
included in income in 1988 and three-quarters in 1990. 

The dividend tax credit has been reduced to reflect the lower 
corporate tax rate. For a taxpayer in the top tax bracket and living ina 
province with a personal tax rate of 50% of the federal tax, the new 
treatment would make income from salaries or dividends taxable at the 
identical rate. However, once the new provisions for capital gains tax 
have been implemented, capital gains in excess of the exemption will be 
taxed more highly than dividends. It is suggested that lowering the 
inclusion rate for capital gains to 70% from 75% would equalize the tax 
treatment between dividends and non-exempt capital gains. 

As regards deductions from corporate income for tax purposes, 
there is not great concern about the 80% limit on expenditures on meals 
and entertainment, which is regarded as reasonable. The new 
limitations on car expenses, however, are generally felt to be 
excessively stringent. 

Under the new rules, a person will have to prove a company car iS 
used 90% for business before being allowed to deduct car expenses on 
roughly the same basis as is currently allowed. Below 90%, the 
deductible amount falls to 20% of the expenses (and allowable expenses 
have been trimmed, too). This may prove difficult in terms of record- 
keeping — and is probably unfair. In particular, the limits on the Capital 
Cost Allowance for company cars used less than 90% for business does 
not reflect fairly the greater wear and tear on them, which raises the 
cost of a lease and reduces the resale value of a purchased car. There is 
no great argument with the limit of $20,000 on the cost of a car for the 
purposes of calculating the Capital Cost Allowance. 

Investment Tax Credits are being reduced and the amount that can 
be deducted is limited to only half of the total tax bill. Small businesses 
are given a break here, however. They can deduct the full credit up to thi 
maximum tax on $200,000 of income (7.e. $24,000) plus half of the | 
excess. Several items under the Capital Cost Allowance provision have 
also been reduced, most notably the fast write-off for manufacturing anc 
processing equipment, which will no longer be calculated on the basis of 
a three-year straight-line write-off, but on a 25% declining balance. 

The most significant element in this round of tax reform is the 
proposal for a National Sales Tax or a Business Transfer Tax. The latte1 
would be a simplified version of the Value Added Tax so popular in 
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rope. A model's that demonstrates the impact on small business of 
‘e BTT shows that profits are likely to be severely affected for firms 


Pt are unable to pass along the extra charge for the tax to their 
(stomers. 


An example of the impact of a7% BTT was calculated for an 
i>orporated retail florist with annual sales of $250,000: 


able 5.714 The Impact of the BTT on the Bottom Line 


Projected net income after taxes without the BTT and with 
the BTT assuming differing ability to pass on the tax to the customer 


Current With BTT With BTT 
system (absorbed) * (passed on)* 
$ $ $ 

es 250,588 250,588 268,129 
“st of goods sold 118,778 127,092 127,092 
“oss Profit 131,810 123,496 141,037 
49enses 

\zes 63,900 63,900 63,900 
efits 2,506 2,506 2,506 
at 10,525 11,262 11,262 
)oreciation 3,759 3,759 3,759 
Prest 4,761 4,761 4,761 
es (bus. & prop.) 3,007 3,007 3,007 
)er 37,087 39,683 39,683 
| wable expenses 125,545 128,878 128,878 
| income 6,265 (5,382) 12,159 
!-gin subject to BTT — (2,o01 90,092 
T — 4,746 5,894 
cable income 6,265 (10,128) 6,265 
€2ral tax 775 0 775 
17incial tax 726 100 726 
i income after taxes 4,764 (10,228) 4,764 


12 calculations assume that the BTT is fully absorbed by the seller in the first case 


| that the BTT is passed on in full to the customer in the second. The sales figures 


1 adjusted accordingly. 


irce: “Business Transfer Tax: Modelling the Impact on Small Firms”. 1987. 
pared for the Small Business Branch, Ministry of Industry, Trade & Technology, 


Idith McBoyle, Lynda Goy and Linda Ganong. 
1. 
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A potential problem for the BTT is that, since there’s no guarantee 
a firm can pass on the BTT to its customers, the tax may hit harder at 
labour-intensive firms. 

The critical concerns regarding consumption taxation for the small- 
business community are: that the tax base be harmonized between the 
two levels of government, that the rate be the same on all taxable goods 
and services within a province, and that exemptions from the tax base 
be held to a minimum. The small business community has a strong 
preference for a single federal/provincial sales tax administration. 

Studies indicate that a federal rate of 4.4% ona broadened base with 
no exemptions would be revenue neutral. 
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| “his country’s financial markets are as sophisticated as any in the world. 
“hat means big and medium-sized businesses enjoy access toa 
lversified and dynamic capital market. The same cannot always be said 
‘fsmall businesses. Small loans and investments that require anything 
ore than routine administration are unlikely to be profitable for 
istitutional lenders and investors. The profit margins are just too thin. 

__ The chartered banks continue to be the major players in financing 
mall businesses, but slimmer margins are forcing them to streamline 
ner lending procedures and tighten up their loan portfolios in an effort 
shed the poorer risks. The better credit risks — particularly the solid 
cms that aren’t seeking dramatic growth rates — can still obtain money 
slatively easily, but the firms that present a greater risk to investors and 
nders are finding it tougher to get financing. 

Entrepreneurs starting new firms continue to fund their equity 
*quirements primarily out of personal savings, augmented by 
vestments from friends and relatives. And they continue to be 
aderfinanced. (The major exception to this rule are the kinds of firms 
‘ofiled in Chapter 4 — successful companies that aim for rapid growth 
om the beginning.) 

Governments and their agencies have therefore been trying to find 
‘ays to alleviate the situation, so that owner/ managers of young 
(mpanies can spend more time on their businesses, and less time 
vasing financing. It has been difficult for governments to make the 
lansition from dealing with nine-figure investments that create 
lindreds of jobs each to creating an environment that suits startups with 
« average investment of $30,000. But there are signs of progress. The 
(2nd is to downplay grants. Equity investments are recognized as being 
liportant because most small businesses are too highly leveraged. And, 
| protect themselves from fraud in situations where there are Just too 
lany investments to monitor properly, governments are insisting that 
l2re be some private-sector involvement. 


ljuity Financing 
1’ Informal Risk-Capital Market 


! e equity in most small startups still comes from the entrepreneur’s 
sonal savings and the ‘‘business angels” who invest in people they 
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believe in. A recent study! has made an important contribution toward 
understanding these angels in a specialized area, the high-technology 
industry in the Ottawa-Carleton area. The study interviewed in depth 25 
private investors and 23 entrepreneurs. | 

The investors had committed a total of $17 million of risk capital in 
156 investments, for an average investment of $109,000. All but two of 
them had been previously involved with top management ina startup. 
They had rejected, on average, four out of every five proposals they saw. 
The most common reasons for rejecting deals were lack of confidence in: 
the management (80%), followed by low market potential (50%) and | 
unfamiliar technology (40%). Other important reasons for not closing 
deals were a poor return relative to the risk and a poor business plan. 
Too high a price for shares in the company was cited as a reason for 
rejection in only 12% of the cases. These investors were not generally 11 
search of control. Only 14% had more than 25% of the voting shares in 
the companies in which they invested. But they had the flexibility to 
become involved, if necessary — 85% of their investments were within 
50 miles of their homes or offices. On average, they expected to 
liquidate their investments (usually by going public) after five years, 
although some were prepared to wait as long as 15 years. 

Most interesting of all, these investors rejected the usual rule of 
thumb in the venture capital industry that, out of every 10 investments, 
two are winners, two are losers and six are “walking wounded”. Insteac 
the private investors expected 2.7 to be winners, 2.9 to be losers and 
4.4 to be middling. The expected net annual return on their portfolio of 
startup investments was 32%. 

All but one of the entrepreneurs had annual sales of less than $10 
million and one had sales of $10-$20 million. Half of the entrepreneurs 
had growth rates of 10%-50% and a third had growth rates of more thar. 
50%. The average firm was five years old and employed 29 people. 

The most important source of risk capital was their own resources 
(85%), followed by informal investors (angels) and friends and relatives 
both cited by half the entrepreneurs. Only 22% cited venture capitalists 
and government as a source of funds. Predictably, these entrepreneurs 
usually suffer from a shortage of funds and most resorted to using shor 
term debt financing for long-term needs, even though they almost all 
recognized that as being undesirable. On average they estimated they - 
spent one-sixth of their time looking for funds — and 17% of them sper 
at least 30% of their time chasing down money. | 


Source: Allan Riding and Dominique Short, Carleton University, in “Some Investors 
and Entrepreneurs’ Perspectives on the Informal Market for Risk Capital”’. 1987. 
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The entrepreneurs feel, as the next two charts illustrate, that the 
twork of potential investors is quite inadequate. The investors are 


aart 6.1? Views on the Risk Capital Market 


Entrepreneurs’ and investors’ levels of 
satisfaction with the informal risk capital market 


bt 
fspondents 
EM 
[a Investors 
Entrepreneurs 
AY 


Definitely Satisfied Neutral Dissatisfied Very 
Satisfied Dissatisfied 
The matchmaking networks in Canada appear to be significantly 
2; developed than in the U.S., according to a number of studies. The 
lenge is to build on the isolated networks such as that in Ottawa- 
‘leton to develop a more efficient market in informal risk capital. The 
tly of the Ottawa-Carleton network found that investors prefer a 
©. onal network, while entrepreneurs prefer to go national in their 
€-ch. A non-profit, non-government organization was strongly 
r erred by both investors and entrepreneurs. Investors said they’d 
tt being interested in joining such an organization if the fee was $100, 
|e entrepreneurs would gladly shell out $350. 
. The Ontario Chamber of Commerce, in concert with the Ontario 
O>rnment, Price Waterhouse and Xerox, is attempting to meet this 
© 1. With seed money contributed by the Ontario government, the 


b. 
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Chart 6.2° Interest in a Matchmaking Network | 
Entrepreneurs’ and investors’ interest 


in a matchmaking network 


% of , 1 
Respondents | 
50% 
40% 
30% 
fy a ec 
10% 
0) 
] 3 1] 
Strong Moderate No {| 
Interest Interest Interes) | 


Scale of 1 to 5 | 
Chamber established COIN (Computerized Ontario Investment | 
Network), which started operations in November of 1986. 

COIN is a non-profit service operated through the Chamber’s 160 
branches across the province and through the foreign trade offices of tt | 
Ontario government. It carries computerized files of investors and 
entrepreneurs, the former paying $250 for one year’s listing, the latte1! 
$150. To be listed, entrepreneurs or investors fillinaform outlining 
their operations and preferences. 

The computer then matches, very quickly, the profiles of the two 
sides of a potential deal, and produces a list of matches and near- | 
matches. The investors are then sent profiles of the entrepreneurs wh 
meet their needs, and, if they like what they see, they are sent an 
executive summary of the entrepreneur’s business plan. If it still looks” 
good, the two parties are asked if they want to reveal their names, SO © 


- 


3] bid. : 
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tat a meeting can be arranged. Three-quarters of the investors are 

| ormal investors, the market that COIN was intended to penetrate. 

he balance are venture capital companies. The investors are each 
terested in an average of five of the following categories, listed in order 
cpopularity: 


ble 6.14 What Business Angels Like to Invest In 

Investor 
Sctor interest 
\ nufacturing — industrial and commercial products 77% 
\ nufacturing — consumer products 60 
\nufacturing — high tech products 44 
¥ olesale trade 40 
5 ‘vice — non-technology related 39 


al estate/construction 35 


‘vice — technology related 32 
nmunications/publishing 30 
ancial services/insurance 25 
dical/health care 25 
sreation/tourism 25 
Xail trade 25 
4 -rgy/natural resources 16 
Snputer software 12 
insportation 12 
 ication/training 11 
\ iculture/fishing/forestry 4 


_ The Federal Business Development Bank has been running a 
4nparable matchmaking service for the past few years. It charges $250 
Ca year’s listing to both investors and entrepreneurs seeking capital. 
t:oo, has a computerized data base, and it also publishes lists of 
ortunities and investors in each issue of its quarterly tabloid paper, 
fits. This data base is available in 77 FBDB offices in Canada and 67 
éeral offices in other countries. 

_ Inthe year ended March, 1987, Financial Matchmaking had on file 
investors and 407 entrepreneurs and the service completed 38 
icches involving a total investment of $5.9 million. Since the service 
t-ted, it has consummated 100 matches, involving more than $10 
Nion. The sizes of the deals range from $20,000 to $1.6 million. 


— 


3 rce: COIN, the Computerized Ontario Investment Network. 
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FBDB staff will sit in on the negotiations and help structure the 
deal. The bank collects a fee of 5% of the investment or a minimum of 
$9 500 if the deal closes. Bank officials do not see this service growing 
fast as it takes an enormous amount of effort to complete each match. 

Last year the government announced it would introduce legislation 
to encourage Employee Share Ownership Plans. This legislation has not 
been tabled yet, but it envisages a subsidy for the establishment of the — 
plan and a tax incentive for investing employees. The maximum 
investment proposed is $2,000 a year per employee up to 10% of the 
total shares. There are no special provisions for small firms. 


The Formal Venture Capital Market 


In the formal venture capital industry, the capital under management 
rose to $1.5 billion in 1986, up 23% from the previous year, according tc 
a recent study.° This still compares poorly to the U.S. where the capital 
stock in the venture capital firms is $24.1 billion. Furthermore, the 
Canadian companies tend to favour investing at a later stage inafirm’s » 
growth than in the U.S. — only a quarter of Canadian investments in 
1986 were at an early stage. : 

Venture capital investors come from three main disciplines — | 
private, independent investors who control 41% of the industry’s 
financial resources, Crown agencies (23%) and venture capital arms of | 
large corporations looking for diversification opportunities (36%). | 
Private investors are assuming a more dominant role in the industry, 
having raised their share of the available capital from 36% in 1989. (In 
the U.S., private investors account for three-quarters of the available | 
funds.) 

Despite the increase in available funds, the amount committed in — 
1986, $206 million, was 16% lower than in 1985. Ontario took 31% of tl 
funds, up from 24% the previous year. The average investment was 
$844 000. Private investors are shying away from early-stage | 
investments, so their average investments are increasing. In 1986, the 
averaged $712,000 versus $472,000 in 1985. Much of this is caused by 
the growing presence of pension funds, which now account for about a 
half of all the resources of the private investors. In 1986, the pension 
funds committed two-thirds of the funds versus slightly more than one 
third in 1985. 


“Source: Venture Economics Canada. CVC, Canadian Venture Capital, May, 1987. _ 
Editor Mary Macdonald. 
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Consumer-related firms took over top spot as targets for 
tvestment. Computer-related firms, which have long been the darlings 
{the venture capitalists, fell to 27% of the total in 1986 from 40% in 
384. The next two most popular were industrial products and genetic 
ngineering, while medical products tripled to take the fifth spot. 

Foreign investments apparently lost some of their allure in 1986 as 
je share that went to Canadian companies rose to 86% in 1986 from 
)% in 1985 and 60% in 1984. 


overnment-Sponsored Venture Capital 


he venture capitalists have left an equity gap at the smaller end of the 
iarket — from $50,000 to $500,000 — and this has drawn governments 
to the action. Most provinces now have programs in place to 

ncourage equity investments in small firms, through tax incentives for 
rivate investors or through direct mandates as investors. 

In Ontario, the main tools for this purpose are the SBDCs (Small 
jusiness Development Corporations) and Innovation Ontario 
(orporation. However, other government agencies, such as the Ontario 
entre for Resource Machinery Technology in Sudbury, do engage in 
portant venture capital activities. Ina recent study® of these programs 
| seven provinces, it was found that these corporations do fill an 
portant gap in the market: 


¢ Most of the firms which have received funds from these 
companies have raised less than $250,000 to date. The median 
investment in the study was $220,000. 


e A remarkably healthy 37% of the funds went to startups or seed 
money, compared to 26% with formal venture capital. 


e Without the government programs, the investment would not 
have gone ahead in more than half the cases (ranging from 91% in 
the Atlantic provinces to 39% in Ontario). Virtually all the private- 
sector funding was obtained from individual investors — and their 
median investment was $50,000. 


‘ven Globerman and Larry Olson, “Government-sponsored venture capital programs; 
( analysis and evaluation”. ICSB, 1987. 
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Small Business Development Corporations 


The SBDC program has dispensed $135 million in grants and tax credits - 
from the time it was started in 1979 to the end of March 1987. The 
details of the disbursements and the accompanying investments since 
the program started are shown in Table 6.2: 


Table 6.27 SBDC Investments 

Number of applications 1,025 
Number of registrations O1¢ 
SBDCs revoked or withdrawn 31] 
Net registrations 60’ 
Number of individual investors 11,23 
Number of corporate investors 31 
Number of grants/tax credits approved 15,70 
Amount of grants/tax credits approved $134 642,061 
Grants/tax credits revoked or withdrawn $ 6,906,82. 
Net grants/tax credits $1 27,735,283 

Number of investments 1,85) 

Amount of investments $359,510,09. 

Number of new small firms invested in 82 


The size of the individual grants or tax credits has been quite small.) 
Three-quarters of them were less than $5,000 and 1.4% were for more | 
than $100,000. However, the average total investment made per grant | 
was $194,000. 

The funds have gone mainly to manufacturing firms which 
accounted for two-thirds of the total of $360 million invested by all 
parties under the SBDC program. Tourism was next highest with just 
more than a quarter. Research and development, computer software, 
book publishing and services to mining all took less than 5%. There 
were no investments in services to forestry industries. 

The program has been widely considered to be a success, having © 
improved the access of small firms to equity financing. However, the — 
SBDCs have not turned into small venture capital pools, tapping the 
informal investor network. Often the entrepreneur and the investor or 
investors found each other without the help of the SBDCs, so the SBD! 
acted less as a tool to bring investors and entrepreneurs together, mor 
as a powerful incentive to close the deal once the two parties had found 
each other. | 


| 
| 


7Source: Ontario Ministry of Revenue. 
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Utilization of the program has slowed down in the past couple of 
ears, despite the rapid increase in new business formations (see 
shapter 1). Compared to the year ending March 31, 1985, the grants 
pproved under the program in 1987 were down 28% and the total 
aivestments in businesses using SBDCs were down 38%. 

Furthermore, earlier chapters have shown that service industries 
re the main driving force in new venture formation and job creation, so 
ne exclusion of these areas from the SBDC program was working 
gainst the prevailing trends. This shortcoming was significantly 


educed in the 1987 budget, which extended eligibility to firms providing 
ervices to business. 


nnovation Ontario Corporation 


movation Ontario Corporation (IOC) was created in July, 1986, to 
rovide seed money to startups in high-technology enterprises. Working 
osely with the private sector, it also provides advice on financing, 
larketing and product development. 
It’s estimated that fledgling high-tech companies in Canada have 
‘ss than one-sixth the supply of venture capital funds per capita than 
omparable firms in the U.S. The venture capital industry in Canada is 
so generally not interested in investing less than $500,000 ina single 
snture. The management time required to monitor an investment of 
250,000 is much the same as for $1 million, so investments of less than 
300,000 are often considered by the industry to be unprofitable. IOC 
1ould therefore fill an important gap in the capital market. 

The IOC provides seed financing up to a maximum of $250,000 to 
‘lp its clients grow to the stage where venture capital and institutional 
vestors are able to finance them. The corporation also works closely 
ith its clients to attract private-sector investors. To July, 1987, IOC had 
proved 54 investments totalling almost $6 million, to which private- 
ctor investors had added another $12 million. Half the investments — 
id three-quarters of the funds disbursed — were equity. The remainder 
2re royalty agreements. Software companies were the most popular, 
lowed by electronic products, engineering, medical and biotechnology 
dagricultural technologies. 

IOC received more than 400 proposals in eight months. In cases 
ere a proposal is declined, the corporation’s staff provide a detailed 
view of the project, with the aim of assisting the enterprise in further 
idraising efforts. The most common reasons for declining applications 
*re lack of growth potential, inadequate information, financing 
quirements beyond the scope of IOC and weaknesses in management. 
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Once a company is established and has attracted other investors, 
IOC seeks to divest its investments under an agreed formula that offers 
its clients an opportunity to repurchase IOC’s investment at a fixed rate, 
usually within three years. 


FBDB’s Venture Capital Division 


The FBDB is now a major player in venture capital markets. In the fiscal 
year ending in March, 1987, it committed to 19 investments for a total of 
$90 million. The previous year, the bank made 22 investments for a total 
of $12.5 million. The average investment in 1987 was much larger than in 
1986 because there were four that were very large, including two in 
venture capital companies in which FBDB holds shares. Without these 
large investments, the average equity investment was $567,000. There 
are now 46 investments in the bank’s venture capital portfolio, worth 
$43 million at cost. The projects in which the bank invested had a total 
investment of almost six times the bank’s investment. 


Retirement Fund Venture Capital 


The federal government has passed legislation encouraging pension 
funds and owners of Registered Retirement Savings Plans to invest in 
small businesses. For pension plans, the legislation allows fund 
managers to increase their investments outside Canada above the 
normal limit of 10% of the total fund if they invest in small businesses. 
For each dollar invested in a small business, the foreign investment 
ceiling would be raised $3. For RRSPs, the legislation allows individuals | 
to invest up to 50% of their RRSP in a small business not owned by a 
family member, provided the shareholding doesn’t exceed a designated 
limit. 

While the intent of the legislation has been applauded, the 
regulations designed to prevent abuse are so complex that there has 
been negligible interest in the RRSP program and the pension fund 
program has started to elicit interest only since the regulations 
governing it were amended. | 

A particularly serious problem for both is that Revenue Canada can 
retroactively rescind certification of an investment if the target company 
ceases to be qualified — even long after the investment has been made. 
A fund that invested in several companies would then risk having the 
entire fund disallowed, with serious tax consequences, if one of the 
investments slipped into becoming disqualified. This has been solved fo 
the pension funds by allowing investments to be made under a qualified 
limited partnership, which permits the credit for foreign investments tc 
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e taken as the small-business investments are made, rather than taking 
1e credit for the fund when it is first assembled. For RRSPs, the 
roblem has not been solved and trust companies are generally 
xtremely reluctant to administer them because they would have to 
dit them every year. 
_ Inarecent study’ of attitudes of investors and target companies in 
intario, the investors indicated they would strongly prefer to invest 
ler RRSPs in companies controlled by family. Furthermore, only 12% 
{the potential investors surveyed would invest more than $50,000 and 
10st wanted to liquidate their investments within five years. Not 
urprisingly, public awareness of the program is extremely low. 
Since the regulations were amended for pension plans, at least two 

vajor venture-capital funds (both more than $50 million) have been 
irmed to tap the market for small-business investments. It’s likely that 


iey and others will bring a significant infusion of capital into the venture 
(pital market. 


lebt Financing 


(anadian entrepreneurs are less willing to give up equity in their 
lisinesses than their American counterparts. They are therefore 
‘ually more highly leveraged with debt. The price of that reliance on 
bt was brought home forcefully to Canadian small businesses when 
iterest rates went through the roof in the early 1980s. 

That experience has changed the lending institutions as much as it 
Is changed the borrowers. All the major lenders admit to having 
tshtened the administration of their loan portfolios over the past five 
jars. All are competing more aggressively for the good accounts. All 
¢2 trying to get out of shaky loans. For the less well-secured small 
fms, this has meant relentless pressure to pay down bank loans. 

Despite lower interest rates, which have improved small firms’ 
-erest-coverage ratios, there are still problems in the availability of 
ins at the low end of the market. This has forced greater government 
ervention through innovative programs like New Ventures. 
) Table 6.3 shows how lending has increased by the major lenders in 
ftario. As a percentage of national loans, Ontario is taking about 20% 


‘the chartered bank loans, 30% of SBLA loans and 25% of FBDB 
(ns. 


1 


‘urce: G.G. Cunningham & Associates, “Study of Investment of Self-Directed RRSP 
nds in Small Business”’, prepared for Small Business Advocacy, Small Business 
-anch, Ministry of Industry, Trade & Technology. 1987. 
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Table 6.3° Who Lent Money in Ontario | 
tee Oe 


Loans less than $500,000 made to Ontario businesses 


Chartered 
Year Banks SBLA FBDB ODC | 
# $million # $million # $million # $million | 


1986/87 n/a n/a n/a n/a 1,374 187 n/a n/a 
1985/86 n/a 22,455 6,126 209 1,038 121 1,085 126 
1984/85 n/a 19,803 7,827 242 606 65 943 12) 
1983/84 n/a 19,424 5,433 152 422 43 561 78 


Chartered Banks | 


The environment has changed radically for the chartered banks inthe 
past five years. Quite apart from increased competition from Schedule B 
banks, international financings and trust companies, they have hadto 
face a volatile economic environment that has changed the way they do 
business. | 

Banks make their profits on the spread between the cost of money | 
(the interest they pay on deposits and other funds raised for the purpose’ 
of making loans) and the price of money (the interest rate chargedon 
their loans). The advent of daily interest accounts and more 
sophisticated cash management by businesses has raised the cost of 
money for the banks. Competition has made it difficult for them to raise 
the price as muchas they would like. According to the Canadian | 
Bankers’ Association, the spread for chartered banks has fallen since the 
mid-1970s, from 3.72% to about 3.25% during 1984-86. | 

These margins have not been enough to support the increased cost. 
of doing business. To make matters worse, provisions for loan losses on 
Third-World loans as well as on loans to large, previously unassailable 
corporations like Dome Petroleum — not to mention an increased failure 
rate in small businesses since the recession of 1981-82 — have added 
pressure on profit margins. 

The banks have accordingly put the profitability of their loans to 
small firms under a microscope. They are finding that the smallest ones: 
are not profitable at rates of less than prime plus 2%. There is still 
money to be made in the personal accounts of owner/managers and it is 


Source: Small Business Advocacy, compiled from Bank of Canada Annual Review, | 
Federal Business Development Bank Annual Report, Small Business Loans Act Annu 
Report and Ontario Development Corporation. | 
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still a good business decision to lend to smaller businesses in the 
expectation that many of them will give the banks more business as they — 
become bigger. But the banks are questioning the way they treat small 
firms. At least one bank has decided to switch most of its smaller 
business clients, those with loans of less than $75,000, out of , 
commercial categories into personal categories. All the banks are | 
streamlining procedures. Many just won’t make a small loan unless the 
borrower offers sufficient personal collateral. Table 6.4 shows how the 
smaller businesses have increased their loans outstanding with the 
Canadian banks. But the increase is quite a bit less than the increase in 
their sales and employment over the same period, so it would appear 
that, on average, they have reduced their recourse to bank loans. But 
nothing like the largest firms. The businesses with loans of more than 
$95 million paid down their bank loans in dramatic fashion in 1986, taking’ 
advantage of a buoyant stock market to repair their debt-equity ratios. 
Their outstanding loans are now running at 19% of the authorized limits, : 
compared to 38% in 1982. Small firms are running at two-thirds of the 
authorized limit, little changed from 1982. 

Loans of less than $500,000 now account for 31% of the loans 
outstanding versus 26% in 1982. 


The New Ventures Program 


The New Ventures Program, introduced in September, 1986, is | 
designed to encourage private-sector lenders to play a more active role | 
in small business startups. The program offers loan guarantees toa | 
maximum of $15,000 to new entrepreneurs who are willing to risk an 
equal amount, and who undertake to hire at least one full-time employee: 

The loan can bear a floating rate of interest of prime plus 1% or a 
fixed rate negotiated between the borrower and the lender. Interest onh 
is paid in the first year. The borrower and lender arrange a schedule for | 
the repayment of interest and principal over the following four years. 

The program is administered by nine participating lenders — the # 
six biggest chartered banks, National Trust, the Credit Union Central o! 
Ontario and L’Alliance des Caisses Populaires. The applicants must 
provide a business plan that meets requirements specified by the 
Ontario Development Corporation. A registration fee of $150, payable | 
to the lending institution, is deducted from the loan. 

The New Ventures program also fosters the participation of womel 
in entrepreneurship. A target of 25% women borrowers has been set fc 
the first year, rising to 30% by the third year. Also, 20% has been set 
aside for loans to entrepreneurs in the north and east. In these regions, | 
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he cash investment by the entrepreneur is only 50% of the loan 
uarantee, compared to 100% in the rest of the province. 

__ Inits first year of operation, the participating lenders approved 
,,142 applications for a total of $41.6 million in guaranteed loans. About 
8% of the applications were declined. As might have been expected, 
ne program started slowly, as Table 6.5 shows. 


Jable 6.51! Applications for New Ventures Program 


Number of applications 
fonth processed per working day 


986 

‘eptember 3.0 
ctober 84 
“ovember 113 
“ecember 9.2 
987 

cnuary 10.4 
ebruary 13.0 
larch 17.0 
pril 20.6 
lay 16.4 
ine 15.5 
ly 14.3 
ugust 14.5 


The decline in applications processed over the summer is attributed 
» normal seasonal variations in loan activity as well as to the expiry of an 
vertising campaign in the early part of the year. To achieve the target 
*5,000 loans a year, 20 applications will have to be processed per 
orking day. 

Women accounted for 26% of the borrowers, loans to the north and 
ie east for 29% of the total funds advanced. 
It is too early to gauge the extent of loan losses from this program, 
At, by the end of July, the government had paid out $251,000 to the 
articipating lenders in loan defaults and estimated a contingent liability 
$7.3 million for 1986-87. 


ource: New Ventures Program, Ontario Development Corporation. 
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The Development Corporations 


The Ontario Development Corporation (ODC) was established in 1966 
to provide financial assistance to small- and medium-sized secondary 
manufacturing industries and tourist operations. With its related 
corporations, the Northern Ontario Development Corporation (NODC) 
and the Eastern Ontario Development Corporation (EODC), it fosters 
job creation, high technology, exports, community and regional 
development and industrial diversification through the provision of loans 
and loan guarantees at levels of risk higher than those the private sector 
will normally assume. | 

The corporations also manage industrial parks and provide 
advisory, fiduciary and management services to various ministries on 
investment management and the delivery of sectoral and regional 
programs and capital projects. In 1986, Innovation Ontario Corporation 
and the New Ventures program were added to ODC’s responsibilities. 

Finally, the corporations provide financial advisory services to 
businesses, handling about 11,000 enquiries in 1986-87. About half are 
given basic advice on government programs and private-sector lending, 
another 25% are given specific advice on business financing, 15% are 
given detailed advice on preparing financial statements and business 
plans and 10% submit applications for ODC funding. With the New 
Ventures program and Innovation Ontario, enquiries are expected to 
increase to 24,000 a year. 

The corporations now have an authorized asset base of $1.2 billion, 
with loans outstanding of $831 million. The loans and loan guarantees to 
small and medium-sized businesses, which account for much of the 
activity of the corporations, now stand at $219 million ($419 million 
approved). 

Almost three-quarters of the outstanding loans are agency 
investments, managed by the corporations on behalf of other 
government agencies. About a quarter of the agency loans are to small 
businesses. The balance, representing about half the total portfolio, are 
capital projects, including the Ontario government's $50-million 
investment in American Motors Corp.’s new plant, the government's 
shares in Allelix and Varity and the $46-million portfolio of investments 
from the IDEA Corporation, wound up in June last year. 

Agency activities have been the major source of growth in recent 
years. This is expected to continue through the Northern Ontario 
Heritage Fund and the Eastern Ontario Community Economic 
Development Program. 

The development corporations use several types of loan 
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chniques. In 1986-87, the total lending was $154.8 million, in projects 
fat generated total investments of more than $400 million. The loans in 
186-87 were distributed as follows: 


able 6.6” How the ODC Lends its Money 


-Loans Share of 
‘dvanced total Type ofloan or guarantee 
$ million % 
fe 15.0 10 Term loans 
p 36.7 24 Incentive term loans (temporary concessions on principal 
repayment or interest, given to startups) 
15.4 10 Loan guarantees 
30.6 20 Incentive loan guarantees (including interest subsidies tied 
| to cash-flow requirements) 
2.3 1 Interest subsidy 
28.5 18 Export Support Loan Program (which buys up to 90% of 
foreign receivables from exporters) 
Sia Z Forgivable loans, mainly on an agency basis 
19.9 13 New Ventures Program 
33 ie Innovation Ontario 


The average size of the 849 loans made under traditional programs 
\<cluding New Ventures and Innovation Ontario) was $155,000 in 
186-87. However, more than a third of the loans were for loans of less 
wn $50,000, and almost 60% were for loans of less than $100,000. In 
136, firms with 10 employees or less took 80% of the loans, accounting 
(46% of the dollar amounts (this will increase significantly with the 
‘.w Ventures program in 1987). 

The level of risk undertaken by the development corporations in 
|:se many small loans was somewhat higher than other lenders in the 
irket. The loan loss ratio is running at 3%-4% a year. With the mass- 
irket New Ventures Program, this ratio will rise in the next few years. 
/ comparison, chartered banks normally support a loan loss ratio of 
uut 1%, the Federal Business Development Bank 1.5%. 

; Incommon with all other lenders, the corporations intend to tighten 
1 their lending procedures, which will lead to tougher assessments of 
ns. The ODC also is introducing the Strategic Modernization 

’)gram to foster the development of internationally-competitive 
[ustries. 


‘urce: Ontario Development Corporation. 
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The loans are weighted toward eastern and northern Ontario. 
Loans per capita in the three regions amounted to $32 in the north, $17 
in the east and $13 in the south. This disparity is expected to increase 
with the opening of two new branches in the north and one in the east, 
bringing the total to 14, including five in the north and four in the east. 

The development corporations have embarked on a major 
revitalization program, which includes three central themes: 


© The three main operating functions (loan applications, 
disbursements and administration) will be reorganized ona 
regional basis to streamline operations and improve loan 
accountability. 


© The loan accounting procedures and operations will be 
modernized to increase productivity and improve the monitoring 
of the effectiveness of lending activities. 


e A human resources development strategy will upgrade skills, 
improve services to business and provide staff with greater 
career development opportunities. 


SBLA Loan Guarantees 


The biggest loan-guarantee program in the country is the Business 
Improvement Loan Guarantee Program under the SBLA (Small 
Business Loans Act). Loans to businesses with annual revenues of less 
than $2 million are 85% guaranteed by the federal government. The 
maximum loan is $100,000 and the interest rate on the loan is prime plus 
1%. In the year ending March 31, 1985, the federal government 
guaranteed loans totalling more than $1 billion, up 45% from the 
previous year. However, in 1986, loans advanced under the act declined 
by a third in number and by 27% in dollar amounts. The average size of 
loans rose to $31,273 in 1986 from $28,959 the previous year. 

The chartered banks administer the program and they found that 
they could not make a profit at the designated interest rate of prime plus 
1% on SBLA loans. Worse, the banks have had great difficulty in the pas! 
couple of years claiming losses under the guarantees because of 
inflexible interpretation of the new rules introduced in 1985. The 
administration of the SBLA program was adjusted at the end of June this 
year to correct some of the difficulties, but further changes may still 
have to be made, depending on the report of a task force appointed to 
study the program. 

Ontario firms have made relatively little use of the SBLA program, 
having taken only 28% of the loans in 1986. 
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Federal Business Development Bank 


After a severe retrenchment following the 1981-82 recession, the 
Federal Business Development Bank (FBDB) has started to lend 
aggressively in the past couple of years. In the year ending March31, 
1987, the FBDB authorized almost $1 billion in loans and loan 
Quarantees, up 29% from the previous year and up 182% from 1984. The 
dank’s total loan portfolio now stands at $2.1 billion. Ontario takes a 
disproportionately small share of FBDB loans — about 28% —although 
38% of the bank’s loans and loan guarantees to tourist operations were 
-n Ontario in 1987. 
The average size of FBDB loans has grown enormously in the past 

Ive years, reaching $163,000 in fiscal 1987 versus $108,000 in 1983. 
dowever, these figures are distorted by a few really large loans — 5% of 
he loans were for more than $500,000 and they averaged $1.1 million 


sach. The median size of loans and loan guarantees in 1987 was $79,000. 
\lmost 60% were less than $100,000. 
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7 Entrepreneurial Planning 


Be ireprencurs are no cheerleaders for strategic planning. But careful 
‘nalysis of what they do, rather than what they say, reveals that most 
successful entrepreneurs are conscientious planners. They just don’t 
‘ike the word. 

The reputation of strategic planning has been tarnished by the 
»xcesses of the mechanistic blueprints churned out by over-trained 
\pecialists, who never could quite relate to problems and opportunities 

athe trenches. Many large corporations took note some years ago, 
-bandoned planning as a separate discipline, and then duly lost their way. 

Successful entrepreneurs have generally kept the essence of the 

irocess. They may not practise every element of textbook strategic 
lanning, but they perform enough of them that it can be said accurately 
hat their actions are based on their planning. 

__ Planning means different things to different people. In the course of 
xtensive interviews with more than 100 entrepreneurs running 
rofitable, high-growth Canadian companies, their attitudes toward 
Tanning were compared with what they actually do in the specific 
ctivities that together comprise the planning function.! Their 
usinesses cover every major industry category. Three-quarters of 

1em are founders, 19% bought into businesses and 6% inherited 
usinesses. 90% are males. _ 

_ Almost three-quarters of them have owned their principal business 
or 15 years or less, more than half for 10 years or less. A few are very 
irge (more than $1 billion in annual sales) and a few are very small, 
mploying fewer than 10 people. Most (70%) are small or medium-sized, 
th annual sales between $2 million-$50 million. Average 1986 sales, 
xcluding five very large companies, were $27 million. 

What distinguishes the concept these people have of planning from 
1e conventional wisdom — nourished by reams of big-company plans 
‘ritten in stone and enforced like the law — is that plans for 
‘ntrepreneurs are totally flexible. Many of the successful planners in this 
sudy affirm that the process of planning is more helpful than the result. 
detailed five-year plan does not preclude flexible responses, as long as 
le planner is prepared to throw it out of the window if necessary. 
In essence, planning is deciding where a business should be at some 


~ource: Donald A. Rumball, “Entrepreneurial Planning — Strategic Oppeeeaan 
SB, 1987. 
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point in the future and figuring out how to get there. It must be where 
the entrepreneur wants to be, otherwise it’s just forecasting. It must 
also involve some stretching of the entrepreneur’s potential, otherwise, 
why bother? Finally, planning is not the preparation of an annual budget 
and cash-flow forecast. Both of these are critical to the success of a 
venture but they are control mechanisms, not planning. 

The essential point about planning, entrepreneur-style, is that it is 
based on the creation and recognition of opportunities. Entrepreneurs 
are by definition short of resources — if they had sufficient resources, 
they wouldn’t have to be entrepreneurial. When they shoot for a goal, 
they do so without regard for the resources they currently control. This 
means that the methods by which they will achieve their plans often 
cannot be described, if only because the necessary resources, financial 
and human, cannot be known in advance. 

There are six major steps in planning: 


e Analysis of the firm’s competitive situation. This covers, among other 
areas, market analyses, studies of changing customer needs, SWOT 
analyses (strengths, weaknesses, opportunities and threats), 
assessments of the firm’s competitive position, its sources of 
competitive advantage, existing and potential competitors. It can best 
be summarized as strategic thinking. 


Identification of opportunities. Sometimes this is a deliberate plan, 
other times it’s a question of an opportunity coming up for grabs. 
Either way, the opportunity must be recognized and seized. 


Establishing overall objectives. This includes identifying target market 
segments, developing a strategy to sustain the firm’s competitive 
advantage, determining the overall direction, setting specific goals. 


Establishing a time frame. 


Action plans/allocation of resources. This includes the logistics of 
projects to get the business to there from here. 


Control and feedback. This is not part of the actual plan — it’s more 
like implementation — but it’s crucial if the plan is ever going to mean 
anything. It involves testing the assumptions on which the plan is 
based, monitoring events to compare them with the plan and, if 
necessary, changing the plan when it becomes apparent it’s not going 
to work. 


Entrepreneurs do, in fact, use all of these concepts, but they 
generally prefer not to express them in these terms. 
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__ The first one and the last two of these six steps are almost a way of 
fe for most entrepreneurs. Many of them might not even include them 
a their concept of planning. The middle three — identifying 
»pportunities, setting objectives and putting a time frame on them — 


, 


— the most misunderstanding. 


_ Identifying opportunities is what entrepreneurs do best. There 
ppear to be two quite distinct perceptions of opportunity. Some believe 
hat opportunities are created by their own skill, effort and good 
‘ganization — that if they make up their mind to achieve certain goals, 
he opportunities will be there when they need them. Furthermore, 
ney believe they won’t have any trouble recognizing the opportunity 
ecause they will have prepared themselves so thoroughly. These 
‘eople believe that success comes to people who create their own 
pportunities. They are not inflexible, however, as they have to move 
ast when the time is right. They are the opportunity creators. 

Others believe that opportunities present themselves only briefly 
nd must be exploited quickly, decisively, before they float away again. 
)ften, these people create an environment in which business deals 
ome to them and they pick and choose among them. They may also lie 
1 wait for a specific opportunity for years. They are the opportunity 
rabbers. 

Some find that they are a combination of the two, believing they 
reate their own opportunities but recognizing that some opportunities 
ist fall into their laps and they have to jump on them. 

The entrepreneurs in this study are fairly evenly divided on this 
dunt, with 50% considering themselves to be opportunity creators, 
1% opportunity grabbers, while the balance of 8% felt both apply to 
1em. How they use these opportunities is another matter. Table 7.2 

ows how their perception of opportunity compares with their 
proach to planning. 

When it comes to establishing overall objectives, the entrepreneurs 
se four types of planning: 


Project planning. They identify and plan, often rigourously, 

_ strategically important projects that represent a significant departure 
from their existing lines of business. The plan does not cover parts of 
the business that are not tied in to the project but it does offer a focus 
for the short-term and long-term decisions of the leading people in 
the business. Also, of course, the planned project usually defines, 
however subconsciously, the planned context of the entire business 


because of the steps that had to be taken to select the project in the 
first place. 
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But not everyone thinks of this as planning. 


“T’m not one for long-term strategic planning — or even 
short-term. I’m not a believer in the theory of strategy. Once 
a year, we write down for our board what we’ re going to doin 
the next year. We look at services we provide and the industry 
classification of our clients. In the last few years, we’ve tried 
to look at areas we’re not in, but should be. We’ re incredibly 
unsuccessful in one area, so we asked some of our newer 
people to try. They couldn’t either. So now we ve hired a 
consultant to tell us what we’re doing wrong.”’ — Chairman of 
a consulting firm in Toronto. 


2. Goal setting. Some entrepreneurs plan by setting a specific, 
quantitative goal to shoot for. It may be annual sales or profit or annual 
growth rates in either. It may be number of employees or market 
share or asset base. The entrepreneurs usually don’t specify how 
they’re going to reach their goals — if they did, they’d be full-scale 
planners. Many of them remark how disappointing progress in one 
department is often balanced by unexpected progress in another. The 
value of the goals, however, is to provide a focus and a motivation for 
the key people in the business. 

Goal setters tend to be the most aggressive entrepreneurs. 


“T’m always making goals. I set a goal for each five-year 
segment of my life — personal and business. I write it down 
and put it away. It’s surprising how close you get. 40-50 are 
my prime years.” — President of a major pizza franchise in 
Toronto. 


3. Setting a direction. This is the opposite of goal setting. Direction 
setters know where they’re going, sometimes in considerable detail. 
Their approach to planning is like the statement of overall objectives 
ina full-scale plan. It may be a philosophical framework or a general 
statement of intent. It is not wishy-washy. 


“A plan is a broad direction. Five-year plans are meaningless. 
We do not write down our two-year plan — something 
invariably happens that injects a huge change in the second 
year. We only write down our 10-year plan.” — President of a 
major manufacturer of retail systems in Toronto. 


4. Full-scale planners. These are the people who come closest to the 
popular image of planners, although their version of it is heavily 
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streamlined. They are unanimous in their view of the purpose of 
planning. 


“Planning is the most important aspect of a plan. The process 
makes you take into account all of the elements of a business. 
Too often a company takes a plan and salutes it. Chances are 
it’s out of date by the time it’s printed.’”’ — President until last 
year of a major Toronto rental store. 


Says another, even more committed to planning: 


“I'm stirring up and down all the time. I’m getting the 
involvement of the people who’ll be implementing it. . . It’s an 
iterative process. I give them the general direction, 
sometimes over two or three days, sometimes in a day, 
sometimes with a lot of documentation, sometimes without. 
And I ask them how far they can go in three years. It’s not a 
neat process.’’ — President of a service firm based in 
Toronto. 


The entrepreneurs’ approach to the time frame within which their 
jans are made varies widely with the type of planning they do. A time 
ame is not critical to project planning — only 33% of the entrepreneurs 
‘ho plan this way had a time frame to their plans. The ones who don’t 
ave a time frame are usually planning projects that depend on the right 
pnditions being created or found, so the timing of the project is not 
iways controllable. 
 Three-quarters of the goal setters, on the other hand, have a time 
lame attached to their goal to give it some sense of urgency. 
l-edictably, direction-setters don’t hang their hats on time frames, and 
ill-scale planners almost all have a time frame. 

Table 7.1 shows that more than half the successful entrepreneurs 
prform the full-scale planning function. 
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7 Entrepreneurial Planning 


___ Within each of these basic types of planning, there are two basic 
eS 


Opportunistic planning. In this approach, the plan (which may or may 

not be written down) allows for radical changes in the firm’s direction 

in the event that an appropriate opportunity comes up. In other words, 

_the goal in the plan is such that the nature of the opportunities that can 

move the business towards its goal are not anticipated. They are left to 

the entrepreneur’s judgement at the time the opportunities 
materialize. 

Often, opportunistic planners will exploit an opportunity that 
pears to have nothing to do with their goals — because they feel it will 
osition them better to exploit another opportunity later on that will 
1ove them in the right direction. 


“Sometimes, to arrive at a point, you have to go away from it 
first. The strategic path is a series of option points.” — 
President of a manufacturer of water treatment equipment in 
Calgary. 


‘Strategic planning. In this approach, the definition of the goal is 
predicated on certain types of opportunity, although their timing and 
exact nature may not be known in advance. This doesn’t mean, 
however, that unanticipated or unexpected opportunities are ignored. 
Seizing the right opportunities is critical to the success of any venture. 
Strategic planners are just a little more fussy about the context of any 
Opportunities they will exploit. 
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The distinction between opportunistic and strategic planning iS 
quite different from that between opportunity grabbers and opportunity 
creators. An opportunity creator can plan opportunistically just as a 
strategic planner can be an opportunity grabber. The table below shows 
the correlation between these two characteristics: 


Table 7.2° Where Opportunism and Strategy Meet 


Distribution of entrepreneurs who use strategic or opportunistic 
planning compared with opportunity creators or opportunity grabbers 


Perception Opportunistic Strategic Don’t 

of opportunity planners planners know 
% % % 

Opportunity grabbers 20 20 1 

Opportunity creators 8 42 

Combined Pe 6 _ 

Total 30 68 2 


The strategic planners predominate. The opportunity creators tend 
to be strategic planners, as might be expected, but the opportunity 
grabbers are evenly split. 

The approach that entrepreneurs take to planning Is determined to 
a significant degree by their attitude toward opportunity. Those who feel 
they create their own opportunities are much more likely to adopt full- 
scale plans than opportunity grabbers. Table 7.3 shows that the latter 
are much more inclined to go with specific goals or with a general 
direction. 


Table 7.34 Perception of Opportunity and Planning Types 


Distribution of entrepreneurs by their perception 
of opportunity and planning types 


Opportunity Project Goal Direction Full-scale No 
perception plans setters setters plan plan 
% % % % % 
Creators 46 38 36 63 0 
Grabbers 46 50 55 29 100 
Combined 8 12 9 8 0 
Total 100 100 100 100 100 
3Ibid. 
‘Ibid. 
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: 

__ Comparable results derive from the planning type preferred by 

hose who prefer strategic planning to opportunistic planning. Table 7.4 
hows that the strategists prefer full-scale plans or goals, while the 


pportunists are happiest with setting themselves a broad direction or 


Janning by projects. Only four people don’t plan at all and all of them are 
ee or unists, of course. 


‘able 7.45 How Strategists Plan Differently From Opportunists 


Distribution of entrepreneurs by their planning style and planning type 


. lanning Project Goal Direction  Full-scale No 
tyle plans setters setters plan plan 
% % % % % 
rategic 63 75 64 76 0 
pportunistic 37 25 36 24 100 


There are also clear patterns of evolution in the approach toward 
anning as the firm grows older. The firms most likely to indulge in full- 
‘ale planning are those that have been controlled by the current owner 
ir five years or less or for more than 21 years. It would be normal for 
jature firms to use elaborate planning, but the prevalence of this type of 
janning in the younger firms would seem to indicate that the increased 


phasis on business plans for startups as well as acquisitions is having 
i effect. 
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Once the younger firms are established, they tend to revert to more 
traditional patterns, adopting less elaborate plans. The table below 
shows how firms 6-10 years old favour project planning and goal setting, 
while those 11-15 years old favour direction setting, a natural 
progression. Once they reach the next age bracket, however, direction 
setting goes right out of favour, being replaced by project planning and 
goal setting — or no plan at all. 


Table 7.5° Evolution of Planning Types 


Planning type by number of years that 
the owner has owned the business 


Number of years of control 


Type of plan 0-5 6-10 11-15 16-20 21+ 
% % % % % 
Project Zi 36 Woes 30 11 
Goals 8 11 6 10 6 
Direction 4 uu ap 10 At 
Full-scale 63 42 44 40 66 
No plan 4 0 6 10 6 
Total 100 100 100 100 100 


In the final analysis, however, the question must be asked: Does it 
work? The entrepreneurs in this study believed, sometimes reluctantly, 
that it does — provided there are no illusions about the nature of 
entrepreneurial planning. There was general agreement that the 
process of planning is more important than the plan itself. 

When asked if their plans generally worked out as expected, many 
said they did. The answers may also reflect more about the plans 
themselves than whether they really worked out as expected. 
Sometimes, the planning process is immature or poorly-performed, in 
which case it is unlikely the results will bear any resemblance to the plan. 
Sometimes, the plan is well-performed but in far too great detail, in 
which case the outline may be accurate but the details will inevitably be 
wrong. Sometimes the pace of the environment is such that no plan can 
work out as expected. Often the plan works out as expected but more 
quickly than predicted. 


Ibid. 


156 


7 Entrepreneurial Planning 


__ Arecent study of the chief executive officers of INC. magazine’s 
900 fastest growing firms in the U.S.’ 


b 


gs on their approach to planning 
ire close to those in the Canadian study.) 


4 


jin A. Seeger, Jeffrey C. Shuman, Nicholas C. Teebagy, from Bentley College. 
. ‘ulture-related differences in entrepreneurs’ planning behaviour,” ICSB. 1987. 
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Appendices 


\Appendix A: Definitions of Small Business 


An enduring problem in talking about small businesses is defining what 
should be considered small. There are a great number of definitions, 
useful in differing circumstances. Here are some of the major ones: 

The Small Business Branch of the Ministry of Industry, Trade and 

Technology defines small firms as those with fewer than 100 employees. 

The Small Business Loans Act limits eligibility to firms with annual 
revenues of less than $2 million. 

The Small Business Secretariat in the Department of Regional 
Industrial Expansion defines small business as firms with annual 
revenues of less than $2 million. Medium-sized firms have annual 
revenues of $2 million — $20 million. The rest are big firms. 

The Small Business Administration in the U.S. — for which the 
Hefinition must be precise because its loan programs depend on it — has 
this to say: “For business loan purposes, SBA defines a small business 

as one who, with its affiliate(s), is independently owned and operated, 
aot dominant in its field and is within employment or sales size standard 
imitations developed by this agency. 
“For most industries, the size standard limitations are set by 
iverage annual sales or revenues over the past three fiscal years, or by 
iverage employment over the preceding 12 months. The size standard 
imitations shown below reflect various ranges by industry, within the 
‘groupings. For example, in the retail industry, a retailer of children’s 
wear has a size standard limitation of $3.5 million, whereas a 

lepartment store has a size standard limitation of $13.5 million. In the 

nanufacturing industry, a manufacturer of wine has a size standard 
Imitation of 500 employees, whereas a manufacturer of tires has a size 
_ tandard limitation of 1,000 employees. In the transportation grouping, 
here are both employment and revenue size standards, depending on 
he specific type of business. 

“The size standard limitations are as follows: 


-Aanufacturing 900 to 1,500 employees 
Vholesaling 500 employees 

tetailing $3.5 million to $13.5 million 
ervices $3.5 million to $14.5 million 
-reneral contracting $17 million in revenues 

pecialty trade contracting $7 million in revenues 

griculture $100,000 to $3.5 million in sales |. 
-Tansportation $3.5 million to $12.5 million in 


revenues and 500 to 1,500 employees.” 
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Appendix B: Small Business Advocacy 
Reports 


These research reports are available from Small Business Advocacy, 
Ministry of Industry, Trade and Technology, 7th Floor, Hearst Block, 
900 Bay Street, Toronto, Ontario M7A 2E1 (416) 965-6304. 


1. Survey of Small Business Registrants, 1984 (October 1984) 


Results of interviewing 911 Ontario entrepreneurs about the 
businesses they start. Includes information on investment, hiring 
intent, previous experience, type of business, why the business was 
started and demographics. 


ee) 


_ Self-Directed RRSP Investment in Private Companies 
(May 1985) 


Survey of characteristics of holders of self-directed RRSPs (150 
people). Results compared to information obtained from 2,000 
people when they either opened self-directed RRSPs or transferred 
funds to such an RRSP. Survey was conducted on behalf of SBA by 
Decision Marketing Research Ltd. 


3. Expanding Ontario’s Small Business Development 
Corporations Program to Business Services (May 1985) 


Argument for extending eligibility under Ontario’s SBDC program to » 
Ontario’s business service firms. Also argues for expansion of 
SBDC’s existing Match-up Service to introduce appropriate SBDC 
investors and small business owners and emphasize smaller 
placements of equity. 


4. An Advance Notice System for Proposed Regulatory 
Initiatives (September 1985) 


Proposal to create an Advance Notice System in Ontario. Includes an. 
examination of advance notice in place in other jurisdictions, 
description of Ontario’s history with respect to advance notice, 


identification of principles to be considered in any improvement of the 
regulatory process and policy options and recommendations. 
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5N ewly-Formed Small Businesses in Ontario, 1982-84 
(August 1985) 


Results of interviewing 861 Ontario entrepreneurs. Provides a profile 
of Ontario’s small business owners and their attitudes about various 
issues and programs, as wellas a comparison of unincorporated and 
incorporated businesses. As well, the research provides a profile of 
the kinds of businesses that are started and remain viable. Survey 
was conducted on behalf of SBA by The Creative Research Group. 


Small Business Payroll Taxes (March 1986) 


The economic implications of payroll taxation on small businesses are 
>xamined. Also looks at the effects of abolishing Ontario Health 
insurance Plan premium payments and replacing the payments witha 
2% employer-paid payroll tax. Features an examination of impacts on 
in average small business, a garage, a restaurant, a construction firm 
ind a manufacturer. 


small Business Regulation and Paperburden (March 1986) 
\joint project of SBA and the Department of Re gional Industrial 
ixpansion, Ontario Region, the study identifies and clarifies specific 
reas of regulatory and paperburden in Ontario’s small business 
ommunity. Looks at problems and problem sources identified by the 
eneral economic sectors and more specifically the tourism sector. 
jurvey was conducted by The DPA Group Incorporated. 


.‘ntrepreneurship and Small Business (April 1986) 


i discussion paper tabled in the Ontario Legislature by the Minister 
fIndustry, Trade and Technology, the Honourable Hugh O’Neil, as a 
upplement to the Ontario Budget of April 1986. Describes: 


ntrepreneurship in Ontario, new business formation and small firm 
-erformance. 


he Ontario Investment Network (April 1986) 


‘escribes the rationale for the establishment of the Ontario 

-ivestment Network (presently operated by the Ontario Chamber of 
ommerce under the name Computerized Ontario Investment 

-etwork-COIN). Discusses the chronic shortage of equity capital 
iffered by the small business community across Canada. 
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New Small Businesses (April 1986) 


The 1986 survey of new unincorporated business starts. The result: 
of 1,118 interviews show the age, Sex, previous ownership and 
employment experience of new business owners as well as the 
reasons for starting the business. The study also breaks down the 
startups by sector and expected billings and source of investment. 


New Ventures: A Loan Guarantee Program for New 
Businesses in Ontario (June 1986) 


Describes rationale for the New Ventures Program, announced in 
the Speech from the Throne in April 1986. Discusses access to 
financing problems of small businesses. Shows design of the New 
Ventures program including details on eligibility criteria, program 
administration, roles of co-sponsors, application processes and 
costs of program. A project of the Committee of Parliamentary 
Assistants for Small Business and Rick Ferraro, Small Business 
Advocate. 


Small Business Capitalization and Proposed Pension 
Investment Reforms (August 1986) 


SBA submission to the Pension Commission of Ontario regarding 
the policy recommendations for the regulation of pension fund 
investments. Argues for expanding the universe of eligible pension 
fund investments to include more small businesses. Includes copy ¢ 
the Pension Commission recommendations. 


Targetting Employee Share Ownership Plans to Small 
Business (September 1986) 


Describes the rationale for targetting the Employee Share 
Ownership Plan program (announced in the June 1986 Budget) to 
small businesses. Provides recommendations on how the plans’ 
optimum use by the small business community may be encouraged 


Workers’ Compensation Experience Rating: A Claim 
Deductible Concept (October 1986) 


The study examines the feasibility of introducing a concept ofa 
claims deductible into the experience rating of claims costs under 
Workers’ Compensation in Ontario. Study was conducted on behal 
of SBA by William M. Mercer Ltd. 
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5. Hours of Work and Overtime in Small Business: Five Case 


we 


Studies (December 1986) 


Case studies of hours of work and overtime practices in five Ontario 
firms: sewer and water main contracting, clothing manufacturer, 
courier and moving service, lumber and building supply, and weigh 
scale repair and distribution. Qualitative research on attitudes of 
owners towards overtime and data on firms and their practices. 


. The State of Small Business (December 1986) 


The first annual report on small business in Ontario. Features data 
on: the job creation record and growth of small business, profiles of 
the small business owner, franchising, women business owners, the 


aspirations and achievements of new business owners, small 


ae. 


business financing and effects of public policy on the small business 
community. Tabled in the Ontario Legislature in December 1986 by 
the Minister of Industry, Trade and Technology, the Honourable 
Hugh O'Neil. A project of the Committee of Parliamentary 
Assistants for Small Business and Rick Ferraro, Small Business 
Advocate. Available in French as La Situation des petites entreprises. 


. University Centres of Entrepreneurship for Ontario 
- (February 1987) 


Describes rationale for the establishment of centres of 
entrepreneurship in Ontario universities. Included in the April 1986 
Speech from the Throne. 


. Ontario’s Fast-Growth Companies (April 1987) 


Examines the characteristics of 84 successful Ontario 
entrepreneurs. Study conducted on behalf of SBA by Decision 
Marketing Research Ltd. 


_ Small Business Payroll Taxes, 1987 (March 1987) 
_ The 1987 update of the 1986 Small Business Payroll Tax study. 


Focusses on the increasing burden Workers’ Compensation places 
on small businesses. 
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The Status of Female Employees in Small Business 
(June 1986) 


Survey of 353 Ontario small business owners (in the manufacturing 
sector) regarding the status of women in their firms. Examines 
employment patterns, wage and salary administration, personnel 
practices and company policies. Also looks at which form of pay 
equity legislation would least affect the viability of small businesses. 
Survey was conducted on behalf of SBA by Hay Management 
Consultants. 


Pay Equity & Ontario’s Small Business Sector (June 1986) 


Survey of 302 Ontario small business owners (representing all 
industrial sectors) regarding the types of personnel practices they 
follow in their firms. Also includes results of 16 interviews with 
persons knowledgeable about pay equity and small business 
regarding how to implement pay equity in small businesses. Survey 
conducted on behalf of SBA by Urban Dimension Group Inc. 


Business Transfer Tax: Modelling the Impact on Small 
Firms (November 1987) 


Study demonstrates how profits and sales in several Ontario small 
businesses might be affected by the federal government’s proposed 
business transfer tax. Examines eight types of businesses: retail 
florists (unincorporated and incorporated), retail drug stores 
(incorp.), rubber processors and suppliers (incorp.), fan and 
ventilator manufacturers (incorp.), engineering processing firms 
(incorp.) and lodges and motels (incorp.). 


Business Starts in Ontario: An Econometric Analysis and 
Forecasting Model (August 1987) 


Reports on the determinants of new business starts, including 
changes in population and labour force, industrial structure and rates 
of unemployment, output growth, costs of borrowing and inflation. 
Includes a computer-based forecasting model for the next five years. 
Study carried out by Quantec Research Ltd. 
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Minister of Industry, Trade and Technology 


.am pleased to release the third annual report on The State of Small 
3usiness in Ontario. This edition continues the tradition, set in 1986, of 
resenting significant research findings on the contributions of small 
yusiness to the province's economy and creative government initiatives 
0 nurture entrepreneurship. 

I would like to recognize the contribution of my former Parliamen- 
ary Assistant, Mr. Rick Ferraro, M.PP., and his colleagues on the Com- 
nittee of Parliamentary Assistants for Small Business. They pioneered 
he concept of an annual report on small business and brought forward 
’novative proposals for the development of this important sector of our 
conomy. 

This valuable work is being carried on by my new Parliamentary 
ssistant, Mr. Steven Mahoney, M.PP, who functions as Ontario’s Small 
‘usiness Advocate and chairs the Committee of Parliamentary Assistants 
yr Small Business. 

The government of Ontario is proud to support the spirit of 
atrepreneurship in this province and the men and women who, through 
ie medium of Ontario's small businesses, work to make their dreams a 
sality, to the greater benefit of us all. 


a 


onte Kwinter 
Inister 


a 
Committee of Parliamentary Assistants 
for Small Business 1987 -1988 


Rick Ferraro, M.PP. 
Chairman 

Ministry of Industry, 
Trade and Technology 


Bob Chiarelli, M.P.P. 
Management Board of Cabinet 


Shirley Collins, M.P-P. 
Ministry of Labour 


Joseph Cordiano, M.PP. 
Ministry of 
Intergovernmental Affairs 


Christine Hart, M.P.P. 
Ministry of the Environment 


Taras Kozyra, M.P.P. 
Ministry of Northern Development 


Brad Nixon, M.P.P. | 
Ministry of Financial Institutions | 


Harry Pelissero, M.P.P. | 
Ministry of Tourism and Recreation 


Claudio Polsinelli, M.P.P. 
Ministry of Treasury and Economics 


The Honourable Monte Kwinter 

Vinister 

Ministry of Industry, Trade and Technology 
3th Floor, Hearst Block 

Jueen's Park 

(Toronto, Ontario 


Dear Mr. Minister: 


twas a privilege to serve as your Parliamentary Assistant and to chair 
he Committee of Parliamentary Assistants for Small Business. One of 
he accomplishments of which I am proudest is the annual report of The 
state of Small Business, now in its third edition. 

The 1988 edition focuses in particular upon growth and the opportu- 
ities that growth brings. This year, the report celebrates the small busi- 
ess owners that are not content to remain small - those whose vision of 
uccess is large and inspiring. 

A new feature this year is The Small Business Owners’ Guide, offering 
ractical suggestions for the entrepreneurs who will generate the growth 
f tomorrow. 

I am delighted that the chair of the Committee of Parliamentary 
ssistants and the role of Small Business Advocate are devolving to my 
apable colleague, Mr. Steven Mahoney, M.PP. I wish him and his incom- 
ig Committee the greatest success. 

I know you will join with me in thanking my colleagues on the outgo- 


ig Committee and your Ministry staff for their dedication and hard work 
a behalf of Ontario's small businesses. 


ours sincerely, 


ck oe 


ck Ferraro, M.PP 


EO 


Committee of Parliamentary Assistants for Small Business/ Comite 
des Adjoints Parlementaires pour les Petites Entreprises 1988-89 


Steven Mahoney, M.P.P./depute 


Chairman, Ministry of Industry, Président, Ministére de l’Industrie, 
Trade and Technology du Commerce et de la Technologie 
Rick Ferraro, M.P.P./depute 

Ministry of Financial Ministére des Institutions 
Institutions financieres 

Ray Haggerty, M.P.P./ depute 

Ministry of Consumer and Ministére de la Consommation 
Commercial Relations et du Commerce 

Christine Hart, M.P.P./deputeée 

Ministry of Treasury Ministere du Trésor et de 

and Economics Economie 

Linda LeBourdais, M.P.P./deputee 

Ministry of Intergovernmental Ministére des Affaires 

Affairs intergouvernementales 
Carman McClelland, M.P.P./deputé 

Ministry of the Environment Ministére de l’Environnement 
Jim McGuigan, M.P.P./depute | 

Ministry of Transportation Ministéere des Transports 
Dalton McGuinty, M.P.P./depute 

Ministry of Skills Ministére de la Formation 
Development professionnelle 

Frank Miclash, M.P.P./depute 

Ministry of Northern Ministere du Développement 
Development du Nord 

Brad Nixon, M.P.P./deputé 

Ministry of Housing Ministere du Logement 
Barbara Sullivan, M.P.P./deputeée 

Ministry of Labour Ministére du Travail 

Murad Velshi, M.P.P./deputé 

Ministry of Citizenship Ministére des Affaires civiques 
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Ministre de I’Industrie, du Commerce et de la Technology 
| 


’ai le plaisir de presenter le troisieme rapport annuel sur la situation des 
etites entreprises en Ontario. Ce dernier suit la tradition établie en 
986, qui consiste a presenter d’importants résultats de recherches sur la 
ontribution des petites entreprises a l’économie de la province et les ini- 
latives originales du gouvernement visant 4 favoriser l’esprit 

’entreprise. 

Je tiens a remercier mon ancien adjoint parlementaire, M. Rick Fer- 
aro, député a l’Assemblée législative, ainsi que ses collégues du Comité 
es adjoints parlementaires pour les petites entreprises. C’est grace a 
ux qu’a commencé la rédaction annuelle d’un rapport sur les petites 
ntreprises, et c'est également a eux que l’on doit des propositions inno- 
atrices pour le développement de cet important secteur de notre 
conomie. 

Mon nouvel adjoint parlementaire, M. Steven Mahoney, député a 
Assemblée législative, prend la reléve a titre de défenseur des petites 
atreprises et de président du Comité des adjoints parlementaires pour 
'S petites entreprises. 

_ Le gouvernement de I’Ontario est fier d’appuyer l’esprit d’entreprise 
ans notre province ainsi que les hommes et les femmes qui, en 


<ploitant leurs petites entreprises, s’efforcent de réaliser leurs réves au 
‘4néfice de l'ensemble de la société. 
2 ministre, 
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Comité des adjoints parlementaires 
pour les petites entreprises, 1987-1988 


Rick Ferraro, députe 

Président 

Ministere de l’Industrie, 

du Commerce et de la Technologie 


Bob Chiarelli, députe 
Conseil de gestion du seuyermenient 


Shirley Collins, députee 
Ministére du Travail 


Joseph Cordiano, députe 
Ministére des Affaires 
intergouvernementales 


Christine Hart, deputee 
Ministere de Environnement 


Taras Kozyra, députe 
Ministére du Développement du Nord 


Brad Nixon, depute 
Ministeére des Institutions financieres 


Harry Pelissero, depute 
Ministere du Tourisme et des Loisirs 


Claudio Polsinelli, députe 
Ministére du Trésor et de I’ Economie 


=~ Ps reser} 
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‘honorable Monte Kwinter 

Ministre 

Ainistere de I'Industrie, du Commerce et de la Technologie 
‘difice Hearst, 8e étage 

Queen’s Park 

oronto (Ontario) 


fonsieur, 


e fut un honneur pour moi d’étre votre adjoint parlementaire et de 
resider le Comité des adjoints parlementaires pour les petites entrepris- 
s. Le rapport annuel sur la situation des petites entreprises, qui est pub- 
e pour la troisieme année consécutive, constitue l'une des réalisations 
ont je suis le plus fier. 

Le rapport annuel de 1988 porte en particulier sur la croissance et 
ir les possibilités qui en découlent. Cette année, le rapport rend hom- 
lage aux proprietaires de petites entreprises qui ne se contentent pas de 
‘ur situation actuelle, et dont la volonté de réussir constitue une source 
inspiration. 

Le rapport annuel comprend une nouveauté cette année : Le guide 
4 propriétaire de petite entreprise, qui offre des conseils pratiques aux 
utrepreneurs qui, demain, assureront notre croissance. 

C'est avec grand plaisir que j’ai appris la nomination de mon collegue, 
‘|. Steven Mahoney, aux postes de président du Comité des adjoints par- 
mentaires et de défenseur des petites entreprises. Je lui souhaite, ainsi 
‘au Comité, beaucoup de succes. 

Je remercie chaleureusement mes collégues du Comité sortant ainsi 
i1e le personnel du ministére pour leur dévouement et leur travail 
vharné au bénéfice des petites entreprises de |’Ontario. 

Veuillez agréer, Monsieur, mes salutations distinguées. 


a 


/ 


Ick Ferraro, député 
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What is a “small business”?; small business facts & figures. 


2. The Mighty Job Creation Machine... ee 2G 
Most new jobs in Canada are created by small businesses; growth in 
~ jobs occurs mostly in large and in small firms, but less in medium- 

sized firms: small and very small businesses create jobs in all sectors: 
primary industries; manufacturing; construction; transportation and 
communications; wholesale & retail trade; finance, insurance & real 
estate: services; the distribution of small businesses in Ontario by tn- 
dustry sector; the distribution of small businesses in Ontario by geo- 
graphic region; an econometric model for forecasting business starts. 
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1 Introduction 


Nhat is a “Small Business”? 


Although there is agreement that small businesses are a vibrant, 
‘nnovative and expanding part of the economy, different jurisdictions, 
wrograms and legislation define the term differently: 


¢ Ontario defines a small business as one which employs fewer than 
100 people. 

e The federal government draws the line at 50 service sector/100 
manufacturing sector employees. 

e The federal government uses a ceiling of $2 million annual sales or 
revenues, as does the Small Businesses Loans Act. 


_ These “quantifiable” definitions overlook some relevant conceptual 
actors. One can say that a small business also possesses at least two of 
1e following characteristics: 


e Management of the firm is independent and usually the managers 
are also the owners. 

e Capital is supplied and ownership is held by an individual, family, 
or small group. 

e The area of operations is mainly local or regional, with the 
workers and owners often living in one community; however, 
markets need not be local. 

e The firm is not dominant in its industry. Its relative size and 
market share is small when compared with the largest units in the 
field. The measure used to determine size can be volume of sales, 
number of employees or other significant comparison. ' 


‘mall Business Facts & Figures 


_ 1986, small businesses comprised approximately 98% of all firms in 
‘ntario.” 

‘It should be noted that, due to the scale of the Canadian economy, it is possible for a 
1m to be dominant in its field and yet still be “small” according to all other relevant criteria, 
(ecially when compared to its global competition. 

* Source: Employment Dynamics by Province, Industry Classification, Firm Size and 
4@ Status, 1978-1986. Statistics Canada. Small Business & Special Surveys and Business 
] crodata Integration and Analysis. May 1988. This source excludes sole proprietorships 
1 family businesses which do not issue T-4 slips. 
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In December 1987, there were 404,561 small businesses in Ontario, 
including sole proprietorships.” Over 90% had fewer than 20 employees." | 
More precise data, calculated on a smaller base, yield the 1986 


“snapshots” in Chart 1.1. 


Chart 1.1° Where the Jobs Are, Ontario, 1986 


Percentage distribution, by size of firm, of the number of 
private-sector firms and their employees 


Number of Firms | Employment 
290,287 4,378,500 


0.5% 
1.2% 


20-99 employees 


0-4 employees 5-19 employees 


| 100-499 employees [| 500+ employees ! 


In 1987, 127,617 new businesses were formed in Ontario® - an 11% 
increase over the previous year in annual new business formation. Chart 
1.2 and 1.3 depict the rise in incorporated and unincorporated firms. 


\ 


Following the charts are tables showing the distribution of Ontario | 
firms by industry and firm size (Table 1.1) and the employment | 
distribution by sector in small Ontario firms (Table 12) 


3 Source: Statistics Canada, Business Register. December 1987. 

‘ Source: Statistics Canada, Small Business Statistics Branch. Unpublished data. 

5 Source: Employment Dynamics by Province, Industry Classification, Firm Size and 
Life Status, 1978-86. Statistics Canada, Small Business & Special Surveys, Business 
Microdata Integration and Analysis. May 1988. 

° Source: Ministry of Consumer and Commercial Relations, Companies Branch. 


Unpublished data. 
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Chart 1.27 New Incorporations in Ontario, 1975-1987 


| Number of companies incorporated 
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hart 1.38 New Unincorporated Firms in Ontario, 1979-1987 


Number of unincorporated businesses registered 
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80,000 


70,000 
60,000 
90,000 
40,000 
30,000 
20,000 
10,000 


980 1981 1982 1983 1984 1985 1986 1987 1988 
Fiscal year, ending March 


"Source: Internal research, Ministry of Industry, Trade & Technology, 1988, based on 


ta from the Ministry of Consumer & Commercial Relations. 
* Ibid. 
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1 Introduction 


Table 1.2'° Employment Distribution by Sector in 
Small Firms, Ontario, 1986 
Number of Jobs % 

Primary 35,200 ZA 
Manufacturing 299,000 17.6 
Construction 157,200 ee 
Transportation and Comm. 73,700 4.3 
Wholesale Trade 150,100 8.8 
Retail Trade 277,800 16.4 
Services (excl. Public Admin.) — 675,100 39.8 
Public Administration 17,100 1.0 
Other 12,200 0).7 
TOTAL 1,697,400 100.0 


In 1988, 29% of Ontario’s newly-formed small businesses are owned 
by women.'! Women entrepreneurs are climbing fast, as Chart 1.4 
shows. 


Chart 1.4’? Percentage of Entrepreneurs Who Are Women, 
Canada, 1970-1985 
Ay arms 
rel by cies 
29% 


20% 


15% 


Ne Mes 
o% a 
: 


1970 1972 1974 1976 1978 1980 1982 1984 1985 


” Tbid. 

‘Source: Newly-Formed Small Businesses in Ontario, 1985-87, Small Business 
Advocacy Report No. 27, August 1988. Prepared by Laventhol & Horwath. 

Source: Revenue Canada. 


26 


1 Introduction 


___ Female owned and operated ventures accounted for 28% of the 
participants in Ontario’s New Ventures program (as at October 1987). 
According to data from the New Ventures program, businesses owned by 
women seem less likely to fail. While women comprised 28% of the 
borrowers under the program, they made up only 14.6% of the borrowers 
in default. 

Demographic studies on small business ownership suggest that 
more young people are pursuing entrepreneurial careers. New Ventures 
orogram data show that some 50% of the new firms participating in the 
orogram are headed by people under age 30 (as at June 1988). 

In 1988, Ontario’s small business start-ups generated $500 million in 
1ew investment." A recent study found that the fastest-growing Ontario 
companies had average start-up investments of over $350,000 - more than 
‘en times the average seed capital invested in a cross-section of all new 
irms.” 

| Ontario small businesses received $217 million in term loans under 
he federal Small Businesses Loans Act during fiscal 1987-88." 

__ The survival rates for small business enterprises are remarkably 
table. Approximately 69% of Canadian businesses are still in existence in 
he third year following their formation.” It is unclear what percentage of 
xits are attributable to mergers and acquisitions as opposed to business 
ailures. It may be that one-quarter of apparent failures in the 20-100 
mployee size range are due to takeovers rather than collapses." 


’° Source: Ministry of Industry, Trade & Technology and Ontario Development 
Irporation, New Ventures Preliminary Results, F ebruary 1988. 

“Source: MITT Estimate. 

* Source: Ontario’s Fast Growth Companies, Small Business Advocacy Report No. 18, 
oril 1987. Prepared by Decision Marketing Research Ltd. 

* Source: Small Businesses Loans Act Annual Report, March 31, 1987. 

“ Source: Statistics Canada. Unpublished data for successive 3-year periods ending 
81-84. Includes firms with employees only. 

Source: MITT Estimate. 
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X The Mighty Job Creation Machine 


Most New Jobs in Canada are Created by Small Businesses 


The point has been made many times, but it bears repeating: small 
business is the engine of job creation. Firms with fewer than 100 

| employees accounted for 1,697,000 jobs in Ontario in 1986 - 39% of all jobs 
‘in Ontario, and 42% of jobs in the private sector.! 

Small business continues to be the most dynamic source of job 
creation. From 1978 to 1986, 73% of all net new jobs in Ontario came 
from businesses with fewer than 100 employees. Fifty-nine percent of net 
new jobs in this period came from Ontario firms with fewer than 20 
employees.’ 

Growth in Jobs Occurs Mostly in Large and in Small Firms, 

but Less in Medium-Sized Firms 


The most evident trend in job creation in the 1980s is the move toward 
fewer, but larger, firms, at one extreme, and at the other extreme, greater 
numbers of very small firms. Firms caught in the middle are either 
growing more slowly, or are shrinking, both in total numbers of firms and 
in numbers of jobs provided. This is a trend across Canada; indeed, the 
trend is more pronounced outside Ontario. 

__ As Table 2.1 shows, Ontario firms with 100 to 500 employees created 
only 11% of net new jobs in the period 1978-1986. For Canada asa whole, 
only 7% of net new jobs were created by firms with 100 to 500 employees, 
while firms with 500 or more employees created 9% of net new jobs and 
firms with fewer than 100 employees created 84% of net new jobs. 


Source: Employment Dynamics by Province, Industry Classification, Firm Size and 
Afe Status, 1978-1986. Statistics Canada. Small Business & Special Surveys and Business 
Vlicrodata Integration Analysis. May 1988. This source excludes sole proprietorships and 
aity businesses which do not issue T-4 slips. 

| Ibid. 
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Table 2.1° Job Creation in Ontario and Canada, 1978-1986 
Total net change in jobs (ALUs)* - all industries** 
Number of employees (ALUs) Ontario Canada 
(000) % (000) % 
a5 316.6 39 863.4 53 
5-19.9 156.5 19 352.0 ys 
20-49.9 67.3 8 110.1 7 
50-99.9 51.4 ) 6 44.5 3 
100-499.9 84.9 11 ili 4 
500+ 130.6 16 141.6 9 
All firms 807.2 100 1629.1 100 © 


«Average Labour Units (ALUs) are calculated by dividing the annual payroll of a firm (per : 
province), as reported to Revenue Canada, by an appropriate estimate of average earnings | 
for each standard industry classification (SIC) code. 

**SIC Codes 000-999. 


Chart 2.1* Job Creation in Ontario and Canada, 1978-1986 | 
eee 
Total net change in jobs (ALUs) - all industries | 


Ontario Canada 


3% 


50-99.9 employees 


|| Under 5 employees I 5-19.9 employees 


100-499 employees oC 500+ employees 


50-99.9 employees 


> Ibid. 
4 Tid. 
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mall and Very Small Businesses Create Jobs in All Sectors 


s the economy waxes and wanes and as the configuration of industry 
hifts, sectors of industry grow or diminish in accordance with changing 
eeds. It is amazing that, almost without exception, through good times 
nd bad, in all sectors of industry, whether experiencing overall growth 
r overall stagnation and decline, new jobs are constantly being created 
y small and very small businesses. There is considerable variation by 
actor in the quantity of new jobs and the size of small business from 
hich the greatest gains emanate. 


rimary Industries 


here was little change in employment in primary industries (mostly 
yriculture) over the period 1978-86, with 0,900 net new jobs added. Of 
tose, 81% were provided by businesses with fewer than 5 employees, 
ad 100% were provided by businesses of fewer than 100 employees. 


/anufacturing 


, manufacturing, Ontario had a net gain of 64,100 jobs during 1978-86, 
empared with a net loss of 3,400 for Canada as a whole. Ontario’s growth 
«came from small businesses. Firms employing fewer than 100 people 
lovided 107,600 net new jobs, while firms with over 100 employees lost a 
(tal of 49,900 net jobs. 


ible 2.25 Job Creation in Ontario and Canada, 1978-1986 
Total net change in jobs (ALUs) - manufacturing* 
'imber of employees (ALUs) Ontario Canada 
(000) % (000) % 
A2Z3 66 90.5 N/A 
3.9 36.3 ey 68.2 N/A 
249.9 17.8 28 Zit N/A 
139.9 112 ey -3.5 N/A 
| -499.9 6.4 10 -29.7 N/A 
) + -49.9 -78 -150.1 N/A 
| firms 64.1 100 -3.4 100 


© Codes 101-399 


Ibid 
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Chart 2.2° Job Creation in Ontario and Canada, 1978-1986 


Total net change in jobs (ALUs) - manufacturing* 


Canada 
90.5 


Net new jobs added or lost 
(000) 


*SIC Codes 101-399 


Construction 


Construction industries added a net 44,200 new jobs in Ontario during 
1978-86, and a net 36,800 new jobs in Canada. This indicates that in 
Canada, outside of Ontario, there was a net job loss in the construction: 
industry. The gains all came from small businesses. Firms with fewer 
than 5 employees were responsible for 37,200 net new jobs in Ontario 
(84% of net Ontario growth), and for 90,400 net new jobs nationally (24 | 
of the net national gain). 


° Ibid. 


32 


2 The Mighty Job Creation Machine 


Transportation and Communications 


The transportation and communications industries were net job losers 
both provincially and nationally during 1978-86. But the losses came 
from the large firms. In Ontario, 55,300 net jobs were lost in the period. 
Firms with 500 or more employees lost 83,900 net jobs, which more than 


cancelled the 24,300 net new jobs added by firms with fewer than 50 
employees. 


Wholesale & Retail Trade; Finance, Insurance & Real Estate 


The wholesale and retail trade sectors, as well as the finance, insurance 
and real estate sector, exhibited the curious phenomenon of strength at 
the extremes and weakness in the middle. The similarities between 
these sectors perhaps relate to their common sensitivity to the economic 
rycle. 
Wholesale trade had a net gain of 42,900 jobs in Ontario and 67,600 
obs in Canada during 1978-86. Of these, 89% of the Ontario gains and 
.26% of the national gains were from firms with fewer than 20 employees. 
Retail trade had a net gain of 129,400 jobs in Ontario and 339,100 in 
Vanada. All business size categories showed gains, but 51% of the 
Dntario gains and 60% of the national gains were from firms with under 
0 employees, while 27% of the Ontario gains and 26% of the national 
rains came from firms with 500 or more employees. Only 22% of the 
Dntario gains and 14% of the national gains were produced by the broad 
lange of firms with 20 to 500 employees. 
i'm The picture in the finance, insurance and real estate sector is similar. 
Vet jobs gained were 80,100 in Ontario and 120,700 in Canada, and all 
lusiness size categories showed gains. However, 37% of gains in Ontario 
nd 52% nationally were from firms with fewer than 20 employees, while 
‘1% of gains in Ontario firms and 28% nationally were from firms with 500 
rmore employees. This left 21% of gains in Ontario and 20% nationally 
) firms with 20 to 500 employees. 
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Table 2.3’ Job Creation in Ontario and Canada, 1978-1986 | 
Fae 


Total net change in jobs (ALUs) - finance, insurance & real estate* 


Number of employees (ALUs) Ontario Canada 

(000) % (000) % 
<5 20.5 26 47.0 39 
5-19.9 9.2 iG 16.2 13 
20-49.9 anf 6 4.5 4 
50-99.9 6.7 8 9.3 
100-499.9 6.0 ; 7 10.4 
500+ Bork 4] Bows 23 
All firms 80.1 100 120.7 100. 
*SIC Codes 701-799 
Chart 2.3° Job Creation in Ontario and Canada, 1978-1986 


Total net change in jobs (ALUs) - finance, insurance & real estate” 


Ontario Canada 


50-99.9 employees 


[| Under 5 employees | 5-19.9 employees 


50-99.9 employees 
*SIC Codes 701-799 


100-499 employees CE 500+ employees 
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services 


‘he service sector has been growing in recent years. A recent study of 
oung small businesses in Ontario (those started in the past six years) 
evealed that, of 944 businesses surveyed, 414 (43.9%) were in service- 
ype businesses.’ 

__ All types of services are expanding and all sizes of businesses in this 
ector are adding new jobs. However, the pattern of growth in the large 
‘nd small firms, and less growth in the middle, repeats itself in this 
ector. 

In community services (education, health and welfare services, and 
eligious organizations), there were 143,700 net new jobs in Ontario in 
978-86 and 376,600 nationally. In this area, the larger firms were 
crongest. Firms with 100 or more employees were responsible for 59% 
f net new jobs in Ontario and 51% nationally. Firms with fewer than 20 
mployees created 34% of net new jobs in Ontario and 37% nationally. The 
rms in the range of 20 to 100 employees were weakest in job creation. 

In business and personal services, net new jobs created were a 
ybust 218,000 in Ontario and 499,100 in Canada. Though all sizes of 
rms added jobs, the greatest contributions came from firms with fewer 


1an 00 employees, which accounted for 70% of the new jobs in Ontario 
ad 79% in Canada. 


4 Source: Newly -Formed Small Businesses in Ontario, 1985-87, Small Business 
‘vocacy Report No. 27, August 1988. Prepared by Laventhol & Horwath. 
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Table 2.4"° Job Creation in Ontario and Canada, 1978-1986 


Total net change in jobs (ALUs) - business and personal services” 


Number of employees (ALUs) Ontario Canada 

(000) % (000) % 
=) 86.0 39 232.8 47 
5-19.9 44.4 20 106.6 21 
20-49.9 23.0 ib Ook 55! 
50-99.9 Lis2 8 24.8 5 
100-499.9 EA: 11 45.5 
500+ Poe 11 36.4 
All firms 218.0 100 499.1 100 — 


*SIC Codes 841-899 


Chart 2.4" Job Creation in Ontario and Canada, 1978-1986 


Total net change in jobs (ALUs) - business and personal services” 


Ontario Canada 


[| Under 5 employees LC 5-19.9 employees 50-99.9 employees 


100-499 employees 7 500+ employees 


50-99.9 employees 
*SIC Codes 841-899 


'” Source: Employment Dynamics by Province, Industry Classification, Firm Size and 

Life Status, 1978-1986. Statistics Canada. Small Business & Special Surveys and Business 

Microdata Integration and Analysis. May 1988. | 
Ibid. 
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Not surprisingly, public administration - the arms of government - is 
oe by large organizations. The bulk of public administration jobs, 


doth federal and provincial, was created in organizations with over 500 
-2mployees. 


The Distribution of Small Businesses 
-n Ontario by Industry Sector 


small businesses in Ontario are spread through all industry sectors, 
hough they tend to be more heavily represented in the sectors where 
yusiness success is subject, not to size or economies of scale, but to 
actors such as specialization, customer service and quickness of 
‘esponse. Services, retail trade and construction account for 75% of small 
yusinesses in Ontario, and 72% nationally. 
Table 2.5 gives a breakdown of the number of businesses registered 
‘s at December 1987 by industry sector for Ontario and for Canada. Also 
hown is the ratio of Ontario to Canadian firms for each sector. When 
compared with the ratio of the totals (32.7%), Ontario is, as expected, 
inderrepresented in fishing and trapping. Less obvious is why Ontario 


hould be underrepresented in small businesses engaged in government 
ervices. 
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Table 2.5" Distribution of Small Businesses by Industry, 
Ontario and Canada, December 1987 


ee ee ne a nn 


Industry (1980 S.I.C.) Ontario Canada 
# firms % # firms % Ont./Can. 

Agriculture 27,076 6.7 108,707 8.8 24.9 
Fish’g & trapp’g 208s) Gut (CEZo 0.6 49 
Logeg’g & forestry 1,504 0.4 10,601 0.9 14.7 
Min’g, quarry’g, oil 1,637 0.4 9302 0.8 Wine 
Manufacturing Zo Ala 5.5 56,767 4.6 39.5 
Construction 02,943 ey 146,281 11.8 30:2 
Transport’, storage 11,095 oot 45,964 ae 24.4 
Communicat’ns, util. 2,020 0.5 6,459 0.5 Sle 
Wholesale trade 23,081 stat 66,794 5.4 34.6 
Retail trade 67,258 16.6 211,186 er Se 
Finance & insur. 13, a9 Deo 35,681 Die, Gia 
R.E., ins. agents 18,097 AD 48,977 4.0 36.9 
Business services 36,999 9.1 100,080 8.1 BYE 
Government services 1,466 0.4 8,141 0.7 18.0 
Education services Dhow 0.6 7,308 0.6 30.5 
Health, soc. serv. 21,963 54 61,916 5.0 Jao 
Accommodation, food 27,369 6.8 85,614 6.9 32.0 
Other services tayo 18.2 218,665 iWeN 30.0 
Other SIC 105 - 226 - 46.5 
All Industries 404,561 100.0 1,236,027 100.0 oaee | 


The Distribution of Small Businesses in Ontario 
by Geographic Region 


There are more existing small businesses and more new businesses | 
being started per capita in the more populous regions of Ontario. For — 
example, the number of existing small businesses per capita in 
Metropolitan Toronto is a third higher than that in Northern Ontario - 
43.4 per 1000 population compared to 32.4 per 1000 - and, even more 
striking, the number of start-ups is nearly five times as great - 15.5 per 
1000 versus 3.3 per 1000. 


2 Cource: Statistics Canada, Business Register. December 1987. This source registe. 
unincorporated businesses and business startups, a somewhat different measure from thi 


data cited earlier. 
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This means that not only are there fewer opportunities for em- 
ployment in small businesses in less populous regions, there is less 
likelihood of more opportunities in the future. It is for this reason that 
- government programs are designed especially to encourage the 
_ development of small businesses outside of the major centres in Ontario. 


Table 2.6% Regional Distribution of Existing Small Businesses, 


Ontario, December 1986 
nares ree ee eee ee ee ee: ee eee 


Region No. of businesses No. per 1000 pop. 
Metro Toronto 92,800 43.4 

Central Ontario 124,600 Sie 
Southeast Ontario 44,700 36.5 
Southwest Ontario 90,100 39.1 
Northern Ontario 26,800 O24 

Total 339,000 38.5 

Table 2.74 Regional Distribution of Unincorporated 


Small Business Starts, Ontario, 1987 


Region No. of new businesses Start-ups per 1000 pop. 
Metro Toronto 35225 135 
‘Central Ontario 29,400 8.8 
Southeast Ontario 5,025 4.1 
Southwest Ontario 4,650 3:6 
Northern Ontario 2,700 SiO 
Total 75,000 8.5 


An Econometric Model for Forecasting Business Starts 


Although business starts are recognized as an important source of job 
creation, little is known of the economic and demographic factors that 
might be related to the formation of new businesses. 

A recent study” undertook to help determine those factors and the 


"Source: Statistics Canada, Business Register. December 1986. 
* Source: Ministry of Consumer and Commercial Relations, Companies Branch. 
/ Jnpublished data. 
| Business Starts in Ontario: An Econometric Analysis and Forecasting Model, Small 
3usiness Advocacy Report No. 23, August 1987. Prepared by Quantec Research Ltd. 
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related issue of generating forecasts of new businesses using explanatory 
variables. 

The study demonstrates that business starts are clearly related to 
‘ndustrial structure and economic variables such as real growth, 
unemployment and inflation rates, real interest rates, and labour force 
growth. Other factors, such as age and sex ratios, were shown to have 
negligible impact. 

In terms of magnitude, industrial structure had the greatest impact 


on variations in the rate of business formation when cross-sectioned data . 


were examined across provinces. However, this finding is of limited 
applicability for time-to-time comparisons, since industrial structure 
changes very slowly through time. 


A select handful of other economic variables, available through time, | 


proved to have some explanatory power in accounting for year-to-year 


differences in business starts. Overall though, these economic variables _ 


had a relatively minor impact when compared with industrial structure. 
The study includes a forecasting model to estimate starts based on 


four key variables: unemployment rate, rate of inflation, real interest rate, 


and an Ontario labour force estimate. The model, available on IBM PC 


compatible microcomputer diskette, can be updated by the user as more | 
recent data on starts and associated variables are added to the data base. 


A) 


| 
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3 Workers and Wages 


Hours of Work & Overtime 


When full-time employees work beyond their regular hours, less work 
remains to be done and job opportunities for the unemployed are 
reduced. Government regulations limiting the amount of overtime that 
can be demanded of employees and regulating the rates at which 
overtime work must be paid can therefore affect job openings. But while 
large businesses can lower overtime work and add more positions to 
provide the necessary labour coverage, small businesses may be less 
able to solve their need for extra labour in this way. 
| In 1986, when unemployment averaged 9.6% in Canada and 7.0% in 
Ontario, some of the employed were working a record number of hours 
of overtime. From the point of view of social policy, it was not 
advantageous to have many workers unable to find a job while others 
were working beyond a regular full-time load. The Ontario Ministry of 
Labour commissioned a Task Force to recommend possible changes to 
the Employment Standards Act to improve the balance of supply and 
demand for labour. 

The Task Force on Hours of Work and Overtime completed the first 
phase of its report in May 1987. The Task Force reported that laws 
which regulated the use of scheduled overtime were regularly being 
flouted, and made a number of recommendations for change, including 
setting the limit of a regular work week at 40 hours instead of the current 
44, and prohibiting the practice of compulsory overtime (currently up to 
4 extra hours per week). 

Realizing that any changes to labour legislation recommended by the 
Task Force could have a disproportionate effect upon small business, two 
studies were commissioned by Small Business Advocacy in the Ministry 
of Industry, Trade and Technology to gain an understanding of the way 
overtime was used in small firms and the impact of the proposed 
changes. 

The first study, Hours of Work and Overtime in Small Business: Five 
Case Studies (SBA Report No. 15, December 1986), qualitatively 
>xamined the overtime practices in five firms: sewer and water main 
onstruction, clothing manufacture, courier service, lumber supply, and 
veigh scale repair service. This study was submitted to the Task Force 
or its consideration in early 1987. 

The second study, Hours of Work and Overtime in Small Business 


Al 
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(SBA Report No. 24, January 1988), surveyed a randomly-selected 
sample of 300 small firms (with fewer than 100 employees) and compared 
the results with a control group of 60 large firms. 

The second study tested the reactions of small business owners to 
the Task Force recommendations. The study found that the Task Force 
proposals were unlikely to have a significant effect on the overall average 
hours worked per week in Ontario, but that some of the 
recommendations would affect small and large firms differently. In 
particular, the recommendations which would affect the compensation of | 
workers per hour worked had a greater impact on small businesses than 
on larger firms, while the recommendations affecting the annual number 
of days a fulltime worker was on duty had a greater impact on larger 
firms. 


Unpaid Leave a Greater Problem for Larger Firms 


The Task Force recommended giving employees with over 10 years of 
service the right to take unpaid leaves of 1 week per year and additional 
unpaid leave beginning 4 years prior to retirement. Entitlement to 
additional leave would accrue at the rate of 1 week per year to a 

maximum of 4 additional weeks. 

Few small companies saw these policies as problematic, buta 

majority of the larger firms did see both suggestions as potentially | 
causing difficulties. 


Table 3.1! Business Owners’ Response to Proposed 1-Week Unpaid Leave 
After 10 Years, Ontario, 1987 


ee 


Predicted result of this change Small Companies Large Companies 
% % | 

Would be a major problem for firm 11 SYA | 
Would be a minor problem for firm £5 20 
Would have little or no effect 96 32 
Would have little or no effect 

because have similar policy now 18 16 
Total 100 100 


| Source: Hours of Work and Overtime in Small Business, Small Business Advocacy 
Report No. 24, January 1988. Prepared by Decision Marketing Research Ltd. 
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| 


Table 3.27 Business Owners’ Response to Proposed Unpaid Leave 


| Prior to Retirement, Ontario, 1987 
Sh 


| Predicted result of this change Small Companies Large Companies 
| % % 

Would be a major problem for firm 7 By 
Would be a minor problem for firm 18 28 
Would have little or no effect 60 32 
Would have little or no effect 

because have similar policy now iS) 8 

‘Total 100 100 


Small Businesses More Affected by Shortening the Regular Work Week 


Present legislation defines the regular work week as 44 hours, with 

overtime rates payable for any hours worked in excess of 44. The Task 

Force proposed lowering the hours of regular work to 40 hours per week. 

While most firms interviewed reported that they would simply adjust and 

pay overtime according to the changed regulations, a greater percentage 
of small companies than larger companies reported that they would 
reduce overtime hours due to the changed regulations. 


Table 3.3° Business Owners’ Response to Lowering the Overtime 
Threshold to 40 Hours Per Week, Ontario, 1987 


Predicted course of action Small Companies Large Companies 
% 0% 
Pay according to changed rules Syl 62 
Pay that/better than that now i 18 
‘Reduce overtime and hire more workers 13 10 
Reduce overtime hours 14 
Disregard the law S 2 
Company not covered by this ruling 5 2 
‘Miscellaneous ie 3 
Total 100 100 
° Ibid. 
* Ibid. 
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In lieu of defining what constitutes a normal work week, the Task 
Force recommended a different proposal to discourage overtime: setting | 
the maximum number of overtime hours per year at 250 hours. Neither | 
large nor small businesses in the study viewed this proposal as an 
improvement over the present legislation. Most of the firms interviewed 
(64% of small businesses and 57% of large businesses) indicated that the 
proposal would make no difference to their firms. 


j 
' 


Table 3.4’ Business Owners’ Response to Limiting Overtime 
to 250 Hours Per Year, Ontario, 1987 


ee | 


Predicted result of this change Small Companies Large Companies 
% % 

Would work better than present system i 15 

Would make no difference 64 al 

Would not work as well 29 28 

Total 100 100 


Increasing Paid Vacation a Greater Problem for Small Businesses 


The Task Force recommended that employees with 5 or more years of 

service be entitled to at least 3 weeks of paid vacation per year. This | 
proposal caused few problems for larger businesses because the majority 
of them already have such a policy. However, 34% of small firms saw this, 
policy as a problem for them. | 


Table 3.5° Business Owners’ Response to Proposed 3-Week 
Paid Vacation After 5 Years, Ontario, 1987 
ee eee 
Predicted result of this change Small Companies Large Companies 
% % 
Would be a major problem for firm 13 | 
Would be a minor problem for firm 21 
Would have little or no effect va 10 
Would have little or no effect 
because have similar policy now 39 82 
Total 100 100 
* Ibid. 
” Ibid. 
44 
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: 
ymall Businesses Need Greater Flexibility 


_fsmall businesses have difficulty with suggestions that would prevent or 

liscourage the use of overtime, it is reasonable to ask what purposes are 

served by overtime work at present. The study asked an open-ended 

-juestion of the interviewed firms to find out why they used overtime to 

-ncrease production, rather than some other means, such as: increasing 
staff, buying additional equipment, adding another shift, and so on. 

Both small and large companies gave a variety of responses, with the 
yredominant answer from both relating to customer demand. Though 
nore small businesses than larger ones cite meeting schedules as a 
‘eason for using overtime, the most striking aspect is the overall 
similarity of responses from both large and small businesses. If there are 

lifferences in the way overtime usage affects small and large businesses, 
he differences lie not in why overtime is used, but in the consequences for 
lifferent-sized firms if the amount of allowable overtime is restricted. 


"he Debate Continues 


n April 1988, the Task Force delivered the second phase of its report, 
ecommending new standards for the length of the regular work week 
ind for the maximum amount of overtime for agricultural workers, 
lomestics, truck drivers and construction workers - groups previously 
xcepted from the Employment Standards Act. Like Phase One, Phase 
-wo seeks to balance the rights of the fully employed to be paid a 
wremium for overtime and to refuse overtime work without jeopardizing 
heir jobs with the employers’ need for the flexibility of overtime. 
Vhether the government adopts the Task Force proposals and whether 
he recommendations will balance the competing interests without 


atroducing hardships, especially for small businesses, still remains to be 
een. 


‘mployment Standards in Small Firms 


0 clarify small business concerns about changes to the Employment 
tandards Act, Small Business Advocacy commissioned a study to 
iterview by telephone a sample of 307 small Ontario businesses and a 
ontrol group of 25 larger firms.° 


° Source: Employment Standards in Smali Firms in Ontario, Small Business Advocacy 
eport No. 28, March 1988. Prepared by Urban Dimensions Group, Inc. 
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Compensation 


Among the smallest of small businesses interviewed (those with fewer 
than 9 employees), 6.8% had at least some employees who earned the 
minimum wage. As establishment size increased, the propensity to 
employ minimum-wage-earners declined and the proportion of 
employees earning higher hourly wages increased. 

Most small businesses did not attempt to recruit employees at the 
minimum wage; however, 5.9% reported that it was easy or very easy to 
do so, while 7.8% reported that it was difficult or very difficult. 

Over 70% of the small businesses felt that an increase in the 
minimum wage would have no effect on employment levels in various 
parts of their workforce (e.g. fulltime, part-time) or their ability to 
compete effectively. 

The most important factor in the wage setting practices of all the 
businesses interviewed was the individual merit of the employee. This 
factor was selected by 69.1% of the small businesses and 76.7% of the 
control group. The larger, control group firms placed more emphasis on 
collective bargaining (44.0% vs. 13.7% of the small firms) intheir wage | 
setting practices. The control group firms also placed more emphasis on 
all other wage setting factors with the exception of “ability to pay” - this is 
4 factor for 46.9% of small businesses compared to 40.0% of control group 
firms. | 


Training 


Of the small businesses interviewed, 44.6% spent less than S200 a year 01 
the training and development of minimum and low wage employees. 


Benefits 


Over 50% of the small businesses interviewed offered such benefits as | 
group life insurance, vision care, hearing or dental plan, short-term 
sickness plan, and bereavement or compassionate leave. Less than 50% 
offered such benefits as company-paid OHIP (in full or in part), pension: 
plan, paid maternity leave, and long term income protection. 


Vacations and Leaves 


According to the Employment Standards Act, employers must provide 
their employees with 2 weeks of vacation after 1 year of service. 81.1% 0 
the small businesses interviewed did so. As well, 69.7% reported that ar 
increase in required vacation time from 2 to 3 weeks would have no effe 
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} 


on the size of their workforce, and 66.1% thought that it would have no 
effect on their ability to compete effectively. 

- Control group firms were more likely than small businesses to offer 
3 or more weeks vacation after 1 year (20.0% vs. 8.5%), and after 5 years 
(76.0% vs. 58.0%). 

The Act also requires employers to entitle employees to 7 public 
jolidays per year with pay. Nearly half (48.3%) the small businesses 
nterviewed provided employees with more than 10 public holidays in a 
calendar year. 

Seventeen weeks of unpaid pregnancy leave (the length of time 
‘equired by the Act) was provided by 68.4% of the small businesses 
nterviewed. 9.8% of them filled pregnancy leave vacancies with new 
yermanent employees. Increasing pregnancy leave from 4 to 6 months 
vould increase the likelihood (by about 3 times) of employers filling 
wregnancy leave vacancies with new permanent employees. Control 
sroup firms were less likely to leave a pregnancy leave vacancy unfilled 
8.0% vs. 17.3%). 

Less than 20% of small businesses interviewed felt that changes in 
‘acation time, public holidays, overtime pay, unpaid pregnancy leave and 
tours of work would have a high impact on their ability to compete 
‘ffectively. 

A higher proportion of control group firms expected greater impact 
rom changes in vacation time, public holidays, overtime pay, unpaid 
wegnancy leave, and hours of work. Overtime pay was of greatest 
‘oncern: 56.0% of control group firms vs. 19.2% of small businesses 
xpected a high impact. Hours of work came next in importance, with 


0% of the control group expecting a high impact vs. 19.2% of small 
‘usinesses. 


ubcontracting and Contracting Out 


‘hree-quarters of the small businesses interviewed did not receive 
ubcontracting work from other firms. Of those which did, only 6.2% 
eceived 50% or more of their business from subcontracting. 56.0% did 

ot contract out work to other firms. Those which did did so principally 

) meet excess demand or compensate for lack of skills or expertise in 
leir workforce. A significant number of small businesses expected 
ignificant workforce or competitive impacts from government policy that 
ught reduce their ability to operate as subcontractors or to contract out. 
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Retirement Policies 


Over 80% of small businesses interviewed did not have a mandatory 
retirement policy. Only 4.6% expected workforce problems if mandatory 
retirement were eliminated. Control group firms were more likely to 
have mandatory retirement policies (24.0% vs. 15.0% of small businesses) 
and were somewhat more likely to expect workforce problems if they 
could no longer enforce mandatory retirement. 


Payroll Taxes 


The term “payroll taxes” refers to amounts collected by governments 
from businesses on the basis of the wages the businesses pay to 
employees. Payroll taxes are source deductions, such as workers’ 
compensation, unemployment insurance premiums and Canada Pension 
Plan contributions. Employers are legally bound to remit these taxes to 
the respective level of government. 

The burden of payroll taxes affects all businesses, large and small. 
However, the effect upon small businesses is especially critical as it 
places a greater burden upon the segment of employers which creates 
the greatest number of new jobs each year. A policy which makes job 
creation more difficult increases the proportional burden of payroll taxes 
upon the remaining jobs. 

Payroll taxes in Ontario per small business employee have doubled in 
the seven years from 1981 to 1988: from S904 per employee in 1981 to 
$1,871 in 1988. All payroll taxes have increased: in the 1981 to 1988 | 
period, unemployment insurance premiums increased by an average of 
9.2%, Canada Pension Plan premiums by an average of 6.7%, and workers’ 
compensation premiums by 15.7%. 

Payroll taxes are an ever-increasing portion of total payroll costs. In. 
1981, payroll taxes in Ontario for small businesses were 6.38% of the 
average small business total payroll. In 1988, that figure rose to 9.31%. 
The largest increase was in workers’ compensation premiums, which 
rose from 2.06% of payroll in 1981 to 4.02% in 1988.’ 


| 


’ Source: Small Business Branch unpublished data. 
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Table 3.6° Small Business Payroll Taxes per Employee, 
| Ontario, 1981-1988 


ee eeeeeSsSsSsSsSsSsSs 


1981 1982 1983 1984. 1985 1986 1987 1988 


5 
pat. 397 355 O23 047 989 607 630 661 
LP. 220 276 Z92 306 320 332 364 402 
V.C.B. 292 350 412 469 044 647 (eve 808 


‘otal 904 981 1227 1322 1449 1586 1726 1871 


Vhart 3.1° Small Business Payroll Taxes per Employee, 
Ontario, 1981-1988 


ULC. 


CPP: 


AD 


1981 1988 
$904 $1871 


* Ibid. 
” Ibid. 
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Table 3.7'° Annual Percentage Increase in Small Business 
Payroll Taxes, Ontario, 1981-1988 


$e oe 


Unemployment Canada Workers’ 
Insurance Pension Plan Compensation 
% % % 
1981-1982 -.6 8.2 19.9 
1982-1983 es 8.2 iy ghee 
1983-1984 4.6 48 13.8 
1984-1985 7.0 | 4.6 16.0 
1985-1986 3.8 3.8 18.9 
1986-1987 3.8 9.6 1d 
1987-1988 AD 10.4 10.4 
Average 1981-1988 9.2 6.7 15st 


Workers’ Compensation 


Funds collected from the province’s employers pay for the workers’ 
compensation scheme. It is a government-run insurance plan to provide 
compensation, health care, and vocational rehabilitation to Ontario 
employees who suffer injuries related to their work. As with other 
“payroll taxes,” both the proportional amount of the taxes and the 
administrative burden of accounting and reporting fall more heavily on 
smaller businesses than larger ones. 

In the period between 1975 and 1986, cash requirements per worker 
covered increased, in inflation-adjusted dollars, by about 50% per worker 
in benefits and about 64% per worker in administrative and other costs. 
The average assessment rate for employers, asa percentage of labour 
dollars, doubled. As a percentage of total benefits paid, administrative 
costs rose from 14% to 18%. Cash benefits paid, as a percentage of 
assessable payroll, increased from close to 1% to close to Lin 

According to a study commissioned by the Canadian Federation of 
Independent Business,” the escalation of workers’ compensation 
premiums can be traced to two recent developments: (1) the costs of 
providing current benefits under the program have risen dramatically; 
and (2) the unfunded liabilities relating to possible future claims have 
greatly increased. 

” Ibid. 

'' Source: Workers’ Compensation in Ontario: A Study of the Costs, Impacts and 


Strategies for Responsible Control. Canadian Federation of Independent Business, 1987. 
~ [bid. 
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Three significant changes have affected the current cost of the 


The average number of days following an injury before workers 
return to their jobs has increased from 44 days in 1976 to 56 days 
in 1986. 


The likelihood of an injured worker receiving a permanent partial 
disability pension has increased. Combined with pension benefits 
indexed to inflation and longer-lived pensioners, the cash 
requirements of current pension payments have increased 
significantly. 


The Workers’ Compensation Appeals Tribunal, created in 1985, is 
responsible for protecting workers’ rights under the Workers’ 
Compensation Act, but it is not responsible for ensuring that any 
particular level of expenditure is maintained by the Board. A 
successful appeal to the Tribunal naturally results in a higher 
award for the injured worker. The number of appeals granted in 
whole or in part, as a percentage of the total number of appealed 
decisions, increased from 27% in 1978 to nearly 50% in 1986. 


The unfunded liability is an actuarial projection of future cash 


-equirements for compensation benefits which are not provided for by 
‘he current level of assessments. The continually increasing unfunded 
ability thus becomes a disproportionate burden on future employers. 
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.. ° 
ntroduction 


Although Ontario’s small businesses have scored significant successes in 
‘ecent years, there is some concern about their ability to grow into 
nedium-sized companies. 


¢ Ontario’s Ministry of Industry, Trade and Technology (MITT) 
reports that of Canadian firms employing fewer than 20 people in 
1974, only 3% had grown to employ over 20 people by 1982. In 
addition, only 0.15% grew to over 100 employees during the same 
period.! 


¢ The shortage of indigenous world class export-oriented firms 
outside the resource-based sector has been identified as a major 
structural weakness in the provincial economy, linked to the 
absence of a larger group of mid-size “threshold firms” with some 
experience in export markets.’ 


What are the obstacles preventing Ontario’s small businesses from 
volving into medium-sized and then threshold companies? What are the 
mplications of these factors for the long-term health of the provincial 
conomy? The answer involves looking at both the past history of 
Jntario business and the increasing globalization of business in today’s 
rorld. 

Historically, Ontario’s traditionally strong economy has resulted from 
everal factors: strong demand for resources, such as minerals and wood 
roducts; availability of inexpensive hydro power allowing the 
evelopment of successful primary processing of resources into 
xportable products, such as newsprint, which could compete in foreign 
1arkets mainly on price; encouragement of secondary manufacturing by 
rotective tariffs. 

A 1987 MITT study estimated the effective tariff protection of the 
idustries most significantly involved in government procurement of 
lanufactured goods in Ontario and compared it to the effective rates 
harged by the U.S. on the same products. The results, as shown in 


' Source: MITT Small Business Branch. 


Source: Competing in the New Global Economy, Report of the Premier’s Council, vol. 1 
988). 
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Table 4.1, indicate that U.S. rates are consistently much lower. 


Table 4.12 Tariffs on Total Government Procurement Expenditures, 
Ontario, 1984 (est.) 


Estimated percentage of expenditure constituting U.S. 
and Canadian tariffs for selected industries” 


1984 1984 
SIC Code Name of Industry CANADA Duty (est.) U.S. Duty (est) 
% % 

286 Printing & Publishing 14.9 0.3 
S15 Misc. Machinery & Equipment 12.0 Dad 
291 Iron & Steel Mills 9.1 Dek 
336 Electrical Industrial Equipment 12.9 Dl 
321 Aircraft & Aircraft Parts 14.5 0.0 
391 Scientific & Professional Equipment 9.7 Did 
378 Industrial Chemicals 10.0 Dad 
33D Communications Equipment 13.1 5.8 
300 Ready-Mix Concrete 12.5 0.9 
338 Electric Wire & Cable 13a Bal 
309 Misc. Metal Fabricating 13.9 20 
302 Fab. Structural Metal WAS 2d 
319 Misc. Chemical Industries beep 1.4 
374 Pharmaceuticals & Medicines 11.0 1.4 
304 Metal Stamp., Press. & Coating Loe 2.0 
318 Office & Store Machinery 5.6 3.6 
339 Misc. Electrical Products 13.9 3.6 
165 Plastic Fabricating (NES) ey 1.4 
354 Concrete Products 1B 0.9 
326 Railroad Rolling Stock 145 6.9 
SALE Shipbuilding & Repair 19.0 1.9 
301 Boiler & Plate Works 13.0 ane 

Average Duty: 12.7 2.6 


‘industries which in total accounted for 57% of government procurement expenditures. 


As the world economy changes, many developing countries are now 
able to produce resource commodity products more cheaply than Ca- 
nada: in some cases, they are also closer to the major emerging market: 


5 Source: Statistics Canada and MITT, 
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id able to benefit from reduced shipping costs. Protective trade tariffs 
ve been falling under successive GATT rounds; this process will be 
celerated with our major trading partner through the Free Trade 
yreement (FTA). 
Indigenous companies have also been protected during the last de- 
de by Canada’s policy of currency devaluation. The policy has 
itigated uncompetitive productivity levels in many major industries. 
Many Canadian-owned businesses serve only the domestic market, 
nsidering exporting too risky or too much trouble for the expected 
turns. Lack of export success can also be a manifestation of non- 
mpetitive (compared to those of potential export markets) production 
ssts. Chart 4.1 plots productivity, measured in output per hour, in 
nada, the U.S. and Japan from 1965 to 1984. Canadian industry may be 
ing both tariff protection (averaging 10-15%) and currency devaluation 
(ome 20%) to make up for a productivity lag of over 25% (1985) relative 
the U.S. 


| 

fart A Output per Hour in Manufacturing, United States, 
| Canada and Japan, 1965-1984 
| 


| 


165 66067 “G8 69°70 71 V2 73-74 715 76 (7 78 79 80 Sl 82 83 84 


i 


~ * Source: D.J. Daly & D.C. MacCharles, Focus on Real Wage Unemployment. 
V couver: Fraser Institute, 1986. 
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Success in the new economic environment is predicated on ability to 
compete in an international market and produce products which can 
command a price premium over commodity-type products: products with 
high value-added activities of research, design, development, engineering 
and marketing as well as a significant portion of the actual manufacturing 
conducted in Canada. Ontario’s development of indigenous intellectual 
and business resources to complement its traditional strengths in natural 
resources can afford small business the opportunity to be an important 
source of new ideas and technologies and a nursery for companies Cap- 


able of growing into internationally-competitive firms. 
The Challenge of Growth for Small Businesses 


Non-Financial Obstacles 


The major obstacles to growth reported by small businesses in Ontario 
are identified in Chart 4.2. Foremost are 1) a shortage of skilled workers 
and 2) paperburden caused by the government regulatory environment. 
The former is unsurprising in the current, tight labour market in parts of 
Ontario. The latter costs small businesses between 7.0 and 10 hours per 
month - a significant burden if the personal attention of the 
owner/entrepreneur is required. 
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hart 4.2° Major Problems Rated by Small Businesses 


in Ontario, 1988 


d n 
Dn ———— 


Percentage of small businesses selecting each factor 


fins a 2 


| 


Skilled Labour 


Paperbirden et Mee 19 
Malinga Profit) Ee 16 


Debt Financing 


Federal Taxes 


Provincial Taxes | 


WCB eee) 1 
Municipal Taxes ee A, 10 


S 
= 
© 
3g 


20% 30% 
% of firms 


nancial Constraints 


though financial constraints were not ranked in the top two, in the 
“gregate, financial constraints are a major obstacle to growth. Research 
emonstrates that firms with under $5 million in assets experience high 
¢bt-equity ratios and often suffer from chronic cash shortages, even 
{ough their day-to-day operations may be successful.° 

The impact of the shortage of capital on small firms is reflected in 
(itrepreneurs’ allocations of an additional $25,000 in equity, if it were 
‘ailable. Their responses in 1985, summarized in Chart 4.3, indicate 
lat most would apply new equity to productive assets which would 
\cilitate the firm’s expansion. 


> Source: Newly-Formed Small Businesses in Ontario, 1985-87, Small Business 
4vocacy Report No. 27, August 1988. Prepared by Laventhol & Horwath. 
Source: Information Base on the Ontario Corporate Sector, Ontario Development 
‘rporation, 1988. 
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Chart 4.37 How Additional Equity Would Be Used in New Firms, 
Ontario, 1985 


a ————— 


Mia 


Hire Staff 


Draw Income Bee ive 


0 10% 20% 30% 40% 50 
% of firms 


Newly-formed businesses, asked a similar question in 1988 about an ext 
$100,000 investment, were strikingly similar in their replies: “purchase 
or lease equipment”, chosen by 42% of respondents, ranked first, followe 
by “expand space”, selected by 39%. In a three-way tie for third spot were 
training staff, hiring staff and paying down loans.* 


Management Constraints 


Another major obstacle to growth is the transition in management skills 
required by a growing firm. The skills demonstrated by the entreprene 
during the start-up of a small business - creativity, flexibility and risk 
taking - are very different from the planning, organizing, staffing and 
controlling skills necessary to manage a growing business. It is an 
exceptional individual who possesses the skills and temperament to exc 
at both launching and managing a growing concern. 

The challenge of delegating tasks, authority and responsibilities to 
employees is often the point where the new venture runs into trouble. 
Even if willing to delegate, many proprietors are finding it difficult to fir 
qualified individuals to manage the firm. 


’ Source: Entrepreneurship and Small Businesses, Small Business Advocacy Report! 
8, May 1986. | 
5 Source: Newly-Formed Small Business in Ontario, 1985-87, Small Business Advoci 
Report No. 27, August 1988. Prepared by Laventhol & Horwath. | 
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iccessful Growth Strategies 


1e above-noted studies focussed on the obstacles to growth faced by 
aall firms. Other studies have attempted to identify the growth 
vategies employed by successful entrepreneurial ventures. 

Radha Chaganti reached the following conclusions on the growth 
epics employed by Canadian firms: 


¢ Small and large business seem to be most profitable during the 
growth stage when the emphasis is on cost control and efficiency. 


| e Once a small business has reached the maturity phase, compe- 
| titive pricing appears to be the only significant company strategy. 


e In the declining stage, small businesses tend to spend ag- 
gressively on promotion and offer broader product lines in pursuit 
of relatively slim profits, while large firms pursue productivity and 
avoid investments.’ 


. A recent American survey of successful, high growth entrepreneurial 
ntures™ also sought to identify a common set of factors or strategies. 

le incidence of the success factors, as ranked by the firms themselves, 
2 summarized in Table 4.2. 


” Radha Chaganti, “Small Business Strategies in Different Industry Growth 
“ironments” , Journal of Small Business Management, vol. 25, no. 3, July 1987. 

GE. Hills and H.P. Welsch, High Growth Entrepreneurial Ventures: A Content 
‘lysis to Identify Common Strategic Factors (not yet published). 
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Table 4.21! Incidence of Success Factors Among 150 Successful Firms, 
Illinois, 1988 


eee 


Factor % 
Product knowledge 96 
Knowledge of the market 95 
Knowledge of the industry 93 
Flexibility, adaptability, responsiveness to change 88 
Adaptiveness to change 82 
Sticking to given mission | fi; 
Devotion and hard work fig 
Distinct competitive advantages 70 
Sense of commitment to succeed or to the business 65 
Aggressive marketing 65 
Adequately plan 62 
Responsiveness to customers 61 
Clear market niche 59 
Quality of product or service 3h5. 
Personal selling talent 59 
State of the art equipment 54 
Differentiated product or service 03 
Discovery of unsatisfied needs 49 
Adequate financing oo 
Good reputation 38 
Cost control 23 
Reference to planning horizon a 
Integrity/honesty 22 
Special attention to employee motivation & productivity 16 
Good management and employee respect ile 
Attract and retain good people 10 


Stated overall strategic goal 
Employee devotion and spirit 
Formal business plan 


The top end of the survey covers four groups of general success 
factors. The high scores attached to knowledge (of product, market ar 
industry) and to the flexibility /adaptability factors indicate that they ar 


"Toi. 
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regarded as the two most important elements in success. A third group 
of responses focussing on hard work and perseverance also scored high. 
‘A final group mentioned by over half the respondents contains factors 
relating to marketing and competition. 

Of particular interest is the paradoxical result that over 60% of the 
respondents said they “adequately plan” while only 1% said they have a 
“formal business plan”. As the researchers reported, “This is a shocking 
statistic given the emphasis that business school professors, bankers and 
venture capitalists place on business plans.” 

Another survey” demonstrates that selling to the public sector early 
nthe history of a company is correlated with higher growth and sales 
and greater export success in later years. 


The Growth of Medium-sized and Threshold Firms 


While the small business sector of the provincial economy is growing 
‘apidly, medium-sized companies are not. During the period 1974 
hrough 1982, small business units created 62% of the net new jobs in the 
rovince; medium-sized firms showed a net reduction in employment of 
3%." A recent report by the Ontario Development Corporation concluded 
hat medium-sized firms experience the same financial problems as those 
ndured by small firms, including: 


¢ aconsistently weak liquidity position; 
¢ aconsistently high debt load; 


¢ relatively low long-term debt with higher debt loads for the most 
recent year." 


Medium-sized firms have enjoyed consistent profitability, but their 
srowth potential is limited by a shortage of capital for expansion. The 
‘apital shortage and high debt load also makes them particularly 
ulnerable if a product fails or the economy takes a downturn. 

The Premier’s Council Report” defines a threshold firm as a 
nedium-sized business with annual sales of $40-400 million in a sector 
presenting both growth opportunities and significant export potential. 
{threshold firm is poised to become an indigenous, multinational firm 


% J. Doutriaux, Government Procurement and Research Contracts at Start-Up and 
uccess of Canadian High-Tech Entrepreneurial Firms, University of Ottawa, April 1988. 
‘| ™ Source: Information Base on the Ontario Corporate Sector, Ontario Development 
:Orporation, 1988. 
| 4 Ibid. 


, Competing in the New Global Economy, vol. 1 (1988). 
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and a dominant player in its sector. 

The Premier’s Council estimates that there are about 40-50 such 
firms in Ontario today. An earlier study by Steed,” using a broader : 
definition, put the number of Ontario threshold companies at 86. | 

The move from successful threshold company to indigenous multina 
tional is not without danger. In the past, some Ontario firms have | 
foundered at this transition point. 

In Canada, in comparison to the U.S., the domestic market is not 
large and there is not as much industrial R&D being financed by defence 
contracts - two factors which have traditionally helped nurture threshold. 
firms into multinationals. | 

Typically, it takes all of the firm’s financial and manpower resources, 
to launch a new ground-breaking product: the entrepreneur is forced to. 
“bet the company”. If the new product fails or its market fails to | 
materialize, then the future of the company is often at risk. Unlike large: 
multinationals, threshold companies may not have the financial resource 
to weather a bad product and may be taken over by foreign interests 

(e.g., Mitel) as a result of the failure of follow-on products in the market. 

Successful threshold firms are a favorite target for acquisition by 
foreign (and even some Canadian) multinationals looking for easy grow 
- although some studies show that foreign-owned midsized firms are | 
repatriated at a similar rate.” 


Is Growth Worth It? 


Considering the many obstacles to growth, one may ask from a busines. 
owner’s perspective if growth is necessary or worth the effort. | 
Growth is a survival and success strategy. By striving for growth, t: 
company will often maximize its chances of survival through the 
beneficial effects of the intense planning and goalsetting necessary to 
gain an increasing market share. A growing company can make more | 
effective use of the equity markets. The transition from small to mediui 
sized business carries with it the potential to penetrate foreign markets 
which provides a further opportunity for growth. The difficulties 
encountered in managing growth should be considered in light of the — 
benefits which accrue to an evolving business. | 
The idea of growing into a medium-sized or threshold business wi 
appeal to many small business owners. However, many small business 5 


: Steed, Threshold Firms, Science Council of Canada (1982). 
‘ Source: Information Base on the Ontario Corporate Sector, Ontario Development 
Corporation, 1988. | 
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ire not positioned in a high growth sector of the economy; others may 
1ot survive to become a threshold firm. The small business community 
vill need to ensure that shifts in government focus do not adversely 
iffect resources which are presently available to it. 

If Ontario is successful in developing more threshold firms, we may 
ee a “community effect” where a geographical clustering of spin-off 
irms develops in specific industries and areas - a “Silicon Valley North”. 
hese clusters, charged with entrepreneurial excitement, will further fuel 
he expansion of new businesses in the community and attract workers, 
apital and dealmakers to the scene. If these hi tech enclaves can be 
aimed” at areas remote from Toronto, they could become an important 
esource in the geo-economic restructuring of the province. 
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Scope of High Technology in the Workplace 


Although a more descriptive term might be advanced manufacturing 
technologies, to contrast with the traditional manufacturing technologies 
presently used by most industries, the term “high technology” or “hi 
tech” generally refers to advanced techniques in design, engineering and 
oroduction rather than to the revolution in paper, payroll, and inventory 
aandling made possible by the computer. 

_ Use of the term “hi tech” frequently obscures the fact that high 
echnology products can be created with low technology production 
nethods, while low technology goods can be produced with high 
echnology methods. 

Hi tech products - items at the cutting edge of technology - are 
characterized by high value added - the innovative thought and planning 
hat goes into their creation. They are in the rapid growth phase of the 
wroduct life cycle, with potential for high market share, profit margins 
ind export opportunities. Examples include the Spar shuttle manipulator 
im and Northern Telecom’s digital telephone switches. 
| High technology production methods - the use of advanced automated 
echniques to manufacture products, whether the products themselves 
wre low tech or hi tech - are referred to as CIM (Computer Integrated 
Manufacturing) or AMS (Automated Manufacturing Systems). 

__ In Canada, the large multinational firms have usually been the first to 
idopt these production methods. The unquestioned leaders have been 
he Ontario auto makers and parts producers. They possess almost 70% 
ifthe advanced installations and industrial robots in Canada. Much of 
heir automation thrust has resulted from their ties to their multinational 
varents. 

In general, small and medium-sized enterprises (SMEs) in Ontario 
tave been slower to adopt these new technologies, but SMEs which 
upply the large auto makers have started to use these techniques 
hrough technological diffusion, triggered by the quality and delivery 
eeds of the auto plants they supply. This trend is particularly evident in 
ne growth of Just-in-Time (JIT) production and delivery methods and in 
lectronic interplant communication technologies. 
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A recent study by Statistics Canada! surveyed the overall penetration 
of new advanced technologies in the Canadian manufacturing sector. The | 
survey encompassed firms which represented 51% of Canadian | 
manufacturing shipments in 1986. It weighted each positive response bya 
the value of 1986 shipments from the firm. Thus, even if only one item in 
1986 was produced through the advanced technology, all shipments from » 
the firm during the year were considered to have been so produced. Asa 
result, the survey may overestimate real use. 

Chart 5.1, a plot of the usage of 18 advanced subtechnologies by the 
surveyed industries in Ontario, indicates a penetration of under 20% of 
firms in most areas. The most prevalent technologies are programmable 
controllers, industrial computers, computer-based sensors and testing, 
and local area networks. The least-used technologies are laser-based 
fabrication equipment, automated storage and retrieval systems and 
automated guided vehicles. 


| Statistics Canada, Survey of Manufacturing Technology, June 1987. The advanced 
production technologies surveyed are: 


Design/Engineering Technology 
CAD computer-aided design, including computer-aided engineering (CAE); | 
CAM CAD output to control manufacturing machines (CAD/ CAM); 
CPR digital data representation of CAD output used in procurement activities: 


Fabrication/Assembly Technology 
CNC _ stand alone numerical control machines; 
FMC __ flexible manufacturing cells; 
FMS _ flexible manufacturing systems, 
Tok laser-based fabrication equipment; 
PIG pick and place robots; 
ROB complex robots; 


Automated Materials Handling Technology 
AS automated storage and retrieval systems; 
AGV automated guided vehicle system; 


Computer Inspection/Testing Technology 
IPR inspection performed in process; 
IFN inspection performed on the final product; 


Communication/Control Technology 
LNT Local Area Network (LAN) for technical data; 
LNF LAN for factory use; 
NET _ intercompany network linking plant to suppliers/customers; 
PC programmable controllers; 
FCM _ industrial computers used for control on the factory floor. 
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chart 5.1° Use of Individual Technologies in the Manufacturing Sector, 
Ontario, 1987 


Shipments 
A Companies 
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‘he Status of Small Business in the High Technology Market 


a 1988 survey of mostly Ontario firms, the Research Centre for 
anagement of New Technology (REMAT) identified 10 technologies, 7 
‘which correspond to those measured in the Statistics Canada survey. 
though the REMAT survey was not as general as the Statistics Canada 
Tvey and is dominated by a high proportion of respondent metal 


* Ibid. 
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working firms, it does permit a comparison of the use of technology in 
small and large firms(see Chart 5.2).° 

Not unexpectedly, small business lags large business in almost all 
areas. The differential is lowest in the area of numerical and computer 
numerical control machines, where small business has a technology 
penetration of about 60% of that of large companies. The differential is 
highest in those technologies which require the integration of several 
subtechnologies, such as flexible manufacturing systems, automated 
materials handling and group technology. 

A rather surprising result is the low use (23%) by small business of 
computer-aided design (CAD), which can be a very cost-effective and 
time-saving method of product design, and for which the prices of 
equipment and software have rapidly decreased. In the newly emerging 
field of artificial intelligence (Al), there has not yet developed any 
discernible difference between small and large business. 


> Source: REMAT First Draft: Annual Technology Survey, 1987-88. Research Centre fo 
Management of New Technology, Wilfrid Laurier University, April 1988. 

REMAT’s survey questionnaire was sent to 778 firms, mostly within Southwestern 
Ontario, and elicited a 14.3% response rate. 45% of the respondents were metal fabricating 
firms; another 14% were in electrical products, and 10% were machinery firms. 

The 7 technologies polled which correspond to the StatsCan survey were: NC, CNC, 
ROB, CAD, CAM, FMS, and AS/AGV (called AMH in REMAT’s survey). The additional 3 


technologies polled were: Artificial Intelligence (AI), Group Technology (GT), and Justin- 
Time methods (JIT). 
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Chart 5.2? Use of Advanced Manufacturing Technologies 
in Small and Large F irms, * Ontario, 1988 


a eines SUV ALLULUE y > 
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*Small firms are those with fewer than 50 employees. Large firms have more than 
250 employees. 


| Chart 5.3 compares the site of use of advanced technologies in small 
id large businesses. Small business has concentrated on single 

lchine technology; large business has integrated technologies into line 
cesses, materials handling and the entire manufacturing process. 

fen large business has made less use of product design technologies 
4%) than its ownership of CAD systems (65%) would indicate. 
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Chart 5.3° Site of Automation in Small and Large Firms,” 
Ontario, 1988 
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«Small firms are those with fewer than 50 employees. Large firms have more 
than 250 employees. 


The survey asked about technology investment plans over the next 5) 
years. As Chart 5.4 shows, small firms plan to add more computer | 
numerical control machines, CAD systems and robots. While the 
integrated technologies will grow to some extent, small business appears. 
to be planning to continue to rely on islands of automation in the near 
future. 

Integrated technologies like flexible manufacturing - one of the 
cornerstones of advanced manufacturing techniques - enable companies 
with short production runs to produce multiple products interchangeably 
on the same line, resulting in economies of scale. The installation of 
these technologies would enable small firms to compete with larger hard 
wired production line plants in foreign countries which depend on long 
production runs for economies of scale. 


> Ibid. 
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Chart 5.4° = Plans for Future Technology Investment by Small Firms, * 
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*Small firms are those with fewer than 50 employees. 


_ Arecent study attempted to determine some of the reasons why 
vanadian small businesses have been slow to adopt advanced manu- 
acturing technologies.’ Chart 5.5 examines the most important sources 
f information on new technology relied on by small and large firms. 


° Ibid. 

“ Source: R.G. Craig & H. Noori, “Recognition and Use of Automation: A Comparison 
Small and Large Manufacturers”, Journal of Small Business and Entrepreneurship, vol. 3, 
1. 1, 1985. 

This study covered two surveys carried out in 1981 and 1984. The small firms 
rveyed, all from Ontario, had annual sales of $1-85 million. The large firms, all Canadian, 
d over 100 employees. 
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Chart 5.5° Most Important Source of Information on New Technology, 
Small and Large Firms, Ontario, 1985 
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For small firms, the two important sources are the media and dis- 
cussions with other people. The media remains an important source of 
information for the larger firms; however, larger firms depend on visits to 
plants which have already installed these technologies and on their own | 
internal studies. Large business has both better access to primary 
information about new technologies and the time and personnel 
resources to investigate and evaluate their usefulness. Similarly, 
Canadian subsidiaries often utilize the expertise of their parent 
organizations when they consider automation. 

Table 5.1 compares the reasons for automation in both large and 
small firms. Although the importance of some factors differs between 
the two sizes of business, the ranking of the factors is much the same, 
with the major concerns being increasing cost of labour, product quality, 
and various competitive pressures. | 


| 


* Tid. 
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Table 5.1° Reasons for Automation in Large and Small F 17 MS, 
Ontario, 1985 
(ES 
Mean Score Mean Score 
Reasons for Automation Large Firms Small Firms 
Increasing Cost of Labour 4.49 4.07 
Concern over Product Quality 4.00 4.03 
Concern over Loss of Market Share 3.64 308 
Declining Employee Productivity 3.56 3.49 
Concern over Competition Automating aoe) 00) 
A Belief in Automation by Top Management OLD Seon 
Lack of Skilled Manpower 3.04 3.39 
Employees Unwilling to Perform Certain Jobs 2.86 2.80 


5-Point Scale: 1 = Very Unimportant; 2 = Unimportant; 3 = Neutral: 
4 = Important; 5 = Very Important 


| 


Although availability of capital may be a major barrier to automation, 
here are other blocks closer to home: businesses have not found a 
satisfactory method of evaluating the costs and benefits of increased 
automation. Costs and benefits can be hard to quantify, especially if the 
‘arm has no previous experience with the technology. The value of 
advanced manufacturing techniques as a strategic tool needs to be 
evaluated over a longer time frame than is common in the North 
\merican business community. 

Rather surprisingly, labour objections do not seem to be a large 
darrier to increased automation. Since much initial automation replaces 
langerous or tedious jobs, and since the job market is presently tight, 
vorkers apparently do not feel as threatened by automation as perhaps 
vas the case in the past. 

A shortage of people trained in the technologies is clearly a barrier, 
articularly in small firms. It also appears that adoption of technologies 
3 facilitated by an executive who functions as a champion or promoter of 
le technology; the absence of such a person in a small firm will 
ffectively act as a barrier to automation. 

In the 1988 budget, the Ontario Government announced the Techni- 
al Personnel Program to encourage small companies (20-200 emplo- 
ees) to hire technical personnel - engineers, technicians, technologists, 
‘lentists and computer programmers. Companies who hire technical 


3 
} 


NO? Ibid. 
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staff for a 3-year period will be eligible for a series of grants worth 50% of 
the technical personnel’s wages in the first year and 25% in the second 
year. The goal of the program is to give small businesses without 
technical staff access to professional help in mastering the complexities 
of modern technology. 


The Importance of Research & Development 


One rich sources of new hi tech companies is spin-offs from other 
companies which conduct research. Entrepreneurs can often exploit 
plans which they developed while employed at such a research company 
by leaving to start their own company when their employer chooses not 
to pursue their ideas. 

A 1987 Statistics Canada survey of research spending examines the 
differences in R&D spending patterns between different-sized firms. ™ 
Table 5.2 and Chart 5.6 indicate that, of the 1829 companies that 
performed R&D, an astounding 75% had fewer than 200 employees. 


Table 5.2" Companies Performing R&D, by Industry and 
Employment Size, Canada, 1984 
Be te eee 
Small Medium Large 
Business Business Business Total 
1-199 200-499 500+ Performing 
Industries Employees Employees Employees R&D 


Number of Companies 


Primary iW 10 ae 49 
Manufacturing hs) 147 209 1,075 
Services 636 20 44 705 
Total 

All Industries 1,372 182 245 1,829 


'" Statistics Canada, Industrial Research and Development and Company Size, 
November 1987. 
'" Ibid. 
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Chart 5.67” Distribution of Companies Performing R&D by 
Employment Size, Canada, 1984 
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00-499 employees 


| ie, 1-199 employees 500+ employees 
Not surprisingly, however, the firms with over 500 employees 
ominatéd in terms of money spent, accounting for 76% of the actual 
ollar expenditures. 
__ As Chart 5.7 shows, smaller companies spend a higher percentage of 
heir internallygenerated funds on R&D than do larger firms, averaging 
bout 12% for firms with fewer than 200 employees but falling to 0.9% for 
ms with more than 500 employees. Although some of the effect is due 
) the higher sales per employee in the larger firms, the high R&D trend 
1 smaller companies is real. 
As one would expect, the spending is heaviest in those sectors which 
ave a high level and rapidly evolving technology, such as electronic 
quipment, business machines and drugs. Small firms in these sectors 
lust spend heavily to stay competitive in the marketplace. 
_ The trend continues for the ratio of R&D personnel to all employees. 
he smallest manufacturing firms have an average 27% of their 
mployees engaged in R&D while the larger ones have only 3%. R&D 
early uses a relatively larger proportion of resources in smaller 
ympanies than in larger firms. 


ai 


— 


i 


2 Ibid. 
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Chart 5.7% = Average Percentage of Sales and Personnel Allocated to 
R&D Expenditures and Staff by Companies Performing 
R&D, by Employment Size, Canada, 1984 
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The study also found that smaller firms rely more on R&D funding 
from government and other companies than do their larger counterparts. , 
Interestingly, the foreign ownership level is only 7% in the under-50- 
employee firms, while it exceeds 88% in the largest firms - lending 
support to previous studies which found higher R&D intensity levels in 
Canadian-controlled firms. 

Doutriaux’s study of hi tech start-up firms, discussed in more detail 
in Chapter 6, found that there was a high correlation between first-year 
R&D funded by public sector contracts and tax credits, and the level of 
sales during the first 8 years of the company’s existence. R&D funding 
through unsolicited proposals, grants and subsidies was not nearly as 
effective in predicting later success. 
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Small Business and Government Purchases 


Purchases by all levels of government in Canada this year are estimated 
to reach $80 billion, 16% of the 1987 Gross Domestic Product of about 
$509 billion. 

In 1985, federal government direct purchases amounted to $13.9 
billion. The Department of Supply and Services (DSS), the federal 
government’s main instrument of procurement, spent $7.2 billion. A 
further $1.4 billion was spent by the Department of Public Works (DPW) 
mainly on construction-related purchases. Other federal departments 
made direct purchases of $4.6 billion without going through either DSS 
or DPW.’ 

DSS solicits most of its purchases from a list of eligible Canadian 
suppliers which contains approximately 10% of the registered businesses 
n Canada. About 50% of the listed firms are small businesses. Ina 
ypical year, small business captures at least 30% of the dollar value of 
ourchases made through DSS. Most government contracts (88% in 1983) 
ire under $2 million, a size which many small businesses can handle.’ 

In 1984, the Ontario public sector purchased nearly $15.6 billion, 
ncluding purchases made by the Province, crown corporations, 
nunicipalities, hospitals and universities. Purchasing is decentralized in 
he various provincial ministries. 


bd 


| 


' Source: Overview of Canadian Federal Procurement Policies and Practices. Trade 
egotiation Office, August 1986. 
Source: Government Procurement: A Study Team Report to the Task Force on 
ogram Review. Government of Canada, 1985. 
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Small business is quite competitive and typically wins almost 70% of 
Ontario government purchase orders worth some 60% of purchasing 
expenditure (excluding cars, gas and contracting). About 85% of 
suppliers sell to a single ministry, providing office equipment and 
furniture, and business services such as construction, consulting, 
courier, printing and travel services.” 

Other provincial and municipal governments also make purchases 
from Ontario firms. Many government contracts won by larger firms 
often contain subcontracting elements which are delegated to smaller 
firms; this practice further increases the amount of government 
purchases which directly benefit Ontario small businesses. 

The relative importance of each level of public sector spending in the” 
Ontario market is shown in Chart 6.1 and the distribution of expenditures. 
by industrial sector in Chart 6.2. 


“ Source: MITT. 


78 


6 Opportunities for Growth II: Procurement 


Chart 6.14 Distribution of Public Sector Procurement Spending 
by Level of Government, Ontario, 1983 
ees 
Federal Government $3484.5 M 
Crown Corporations $3068.3 M 


§ 6552.8 M Local Governments $3053.2 M 


Business Enterprises $2674.8 M 
S 5728.0 M 


Prov./Terr. Governments $4322.5 M 
Business Enterprises $4409.8 M 
Hospitals $1208.6 M 

Universities $ 407.5M 


S 10348.4 M 


Chart 6.2° Distribution of Public Sector Procurement Spending 
by Industry, Ontario, 1983 
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Primary Industries 


| * Source: The Size and Structure of the Public Sector Market. Supply and Services 
anada, 1983. 


> Ibid. 
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Government Procurement and the Growth of Start-up Firms 


Jerome Doutriaux of the University of Ottawa has published some 
research on the effects of sales to the public sector by hi tech start-up 
firms.° He undertook a survey of nearly 70 manufacturing firms which 
started operations between 1965 and 1980. About 40 of these companies 
are located in Ontario, and over half of these were in the Ottawa region.’ 

Doutriaux tested several hypotheses about the importance of sales to 
the public sector during the first 8 years of operation by looking for 
significant positive correlation coefficients within the data.* Doutriaux 
found the following relationships: 


© There was a significant correlation in the first year of operation 
between annual level of sales and level of sales (as a percentage of 
annual sales) to the public sector, as shown in Table 6.1. The 
correlation could be due to characteristics common to the firms; 
Doutriaux hypothesized that government sales allow a firm to 
grow more rapidly and thus maintain stronger sales in later years. 


° Terome Doutriaux, Government Procurement and Research Contracts at Start-up and | 
Success of Canadian High-Tech Entrepreneurial Firms. University of Ottawa, April 1988. 
’ Other characteristics of the surveyed firms were as follows: 


( 
{ 


Government- Non-Government- | 
Oriented Firms Oriented Firms Canada Ontaric 


Average number of product lines 


Year 1 87 0.83 pf 2. 

Year 8 2.43 2.79 FA 5.6 4 
Average number of service lines 

Year 1 1.00 0.88 1.0 1.00% 

Year 8 £33 1.42 Ly 1.4 
Number of firms in sample (Year 1) a0 40 68 38 
Average age of company (years) 10.6 10.9%} 

* A correlation coefficient of 1 indicates perfect correlation, a coefficient of 0 indicates) 


no correlation and a coefficient of -1 indicates an inverse relationship between the factors | 
being measured. | 
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‘able 6.1° Correlation of Start-up Factors with 


Annual Level of Sales, Ontario and Canada, 1988 
(ce ae co ee a a eee 


Sales to Public Sector 
Year 1 Year 1 Year 8 
ear of Operation Ontario Canada Canada 


Correlation Coefficient 


Year 1 0.14 0.23 0.40 
Z 0.23 0.25 0.46 
3 REY) 0.25 0.41 
4 0.34 0.36 0.45 
) 0.29 0.32 0.38 
6 0.30 0.43 0.47 
7 0.40 0.49 0.95 
8 0.62 0.50 Qr09 


” Source: Jerome Doutriaux, Government Procurement and Research Contracts at 
wt-up and Success of Canadian High-Tech Entrepreneurial Firms. University of Ottawa, 
‘ril 1988. 
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e There was a significant correlation between annual level of sales 
and absolute level of sales in the first year. Thus the value, not just 
the proportion, of sales to the government seems important to 
future success. 


e As shown in Table 6.2, there was a significant correlation between 
relative sales to the public sector and higher exports in years 6, 7 
and 8. There was a negative correlation in years 1 and 2. Firms 
may concentrate on government contracts in the early stages of 
growth and use this comparative advantage to gain success later ir 
the export market. | 


Table 6.2'° Correlation of Government Orientation with 
Propensity to Export, Ontario and Canada, 1988 


Sales to Public Sector Sales to Public Sector | 


Percentage Share Year 1 Year 1 Year 8 Year 8 
of Exports in Ontario Canada Ontario Canada 


Correlation Coefficient 


Year 1 0.35 0.12 0.09 0.00 
2 0.34 0.07 0.09 0.05 
3 0.19 0.08 0.02 0.14 
4 0.15 0.15 0.02 018 | 
5 0.11 0.10 0.00 0.09 | 
6 0.07 0.25 0.12 0.16 | 
7 0.20 0.36 0.31 0.29 
8 0.20 0.28 0.16 0.21 


e Rather surprisingly, as seen in Table 6.3, there is a lack | 
of correlation between sales to government and the number of 
founders who came from either a government or university 
environment. Although a number of government employees leav 
the civil service to become private consultants, their firms 
apparently seldom evolve into manufacturing firms. 


' Tbid. 
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| 
‘able 6.3"! Correlation of Characteristics of Founding Team and 


| Government Sales, Ontario and Canada, 1988 


| Sales in Public Sector Absolute Level of Sales 
Year 1 Year 8 Year 1 Year 8 

. Can. Ont. Can. Ont. Can. Ont. Can. Ont. 

| Correlation Coefficient Correlation Coefficient 

ounders with previous 

Xperience in: 

Finance Nob "OA9 0.22 0.12 0.21 0.15 0.21 0.09 

| Marketing 0.05  -0.08 0.10 -0.02 0.26 0.37 0.21 0.16 

| Production 03° “=O45. O12) ~ 48 (Or? 0.00 0.05 -0.26 

tae Rk & D O25) 0.35 0.23 0.36 0.11 0.04 0.26 0.42 


Government 

| Contracting 0.45 0.41 0.36 0.33 0.16 0.05 0.36 0:32 
revious employers 
| 100-500 


employees 0.07 aL! 0.19 0.32 
Over 500 


employees -0.11 -0.10 -0.14 -0.08 
Government or 


university 0.00 0.08 -0.14 0.06 0.17 0.38 


"Ibid. 
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e On the other hand, as shown in Table 6.4, the firms in the study 
decreased their consulting activities as time went on. Although 55% of 
the Ontario firms provided services in their first year, only 23% did so in 
year 8 as manufacturing became the dominant activity. 


Table 6.4'° Percentage of Sales by Type of Activity/Client, 
Ontario and Canada, 1988 
Year of Operation Activity/Client Canada Ontario 
| % % 
Year 1 Manufacturing Standard Products 20.8 17a 
Provision of Services 47.0 55.4 
Consumer Products 3.0 1.0 
Industrial Products 62.0 54.0— 
Sales to Public Sector 32.0 42.0 
Year 8 Manufacturing Standard Products 40.6 374 | 
Provision of Services 20.0 23.00 
Consumer Products 2.4 0.5mm 
Industrial Products 68.0 62.0 | 
Sales to Public Sector 30.0 38.07) 


e There was a significant correlation between the level of sales in 
years 1 and 8 and founders with previous experience in finance, 
R&D and government contracting. This is to be expected; a : 
founder’s good knowledge of the supply process would assist the | 
firm in submitting unsolicited R&D or supply of goods proposals — 
to government agencies. 


e Asseen in Table 6.5, government-oriented firms are more likely to! 
exploit technologies and markets similar to those of their ! 
founders’ former employer than are other firms, who tend to 
exploit complementary technologies and markets. Doutriaux 
hypothesizes that government-oriented firms may be more R&D- } 
intensive and less worried about patent infringement at start-up 
than are non-government-oriented firms. 


"2 Thid. 
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able 6.5}8 Technology, Markets and Government Orientation 
at Start-Up, Ontario and Canada, 1988 


Government- Non-Government- 
Oriented Firms Oriented Firms Canada Ontario 


% % % % 
imilarity of start-up technology 
ith technology of previous 
nployer 
Similar. 56 45 49 Di 
Complementary 16 Zit 3 24 
Different 28 oe 28 19 
milarity of start-up market 
ith market of previous 
nployer 
Similar 52 26 Do 34 
Complementary 8 28 Zi 24 
Different 40 46 44 42 


e While government-oriented firms are more successful, they do not 
have a larger number of product lines than non-government- 
oriented firms. 


3 hid. 
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e There appear to be no significant differences between govern- 
ment-oriented and non-government-oriented firms at start-up in 
terms of business plan or organization, according to Table 6.6. 


Table 6.614 Organizational Set-Up and Planning by Firms 
by Orientation, Canada, 1988 


aennn nen enn 


Government-Oriented Non-Government- 
Firms Oriented Firms 
% % 
Business Plan 80 76 
-in Year 1 24 14 
Marketing Study f2 ST | 
-in Year 1 12 9 | 
Responsibilities formally established | 
Marketing 79 86 | 
Finance 79 ha | 
Engineering 84 83 } 
Manufacturing 88 88 
R&D 87 83 | 
Personnel 62 Se 


Responsibilities of founders 


President* 5 10 
Technical Manager 13 36 
Technical Work 44 20 
University or Government** 8 14 
Sales 6 10 
Total number of firms 25 40 
Total number of founders 59 86 


23% for firms which had some public sector sales in year one and 8% for those who 
did not. 


kk 


12% for firms which had some public sector sales in year one and 10% for those who 
did not. 


\ Tid. 
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Although this study involved hi tech start-up firms, it indicates that 
rovernment procurement of goods, services and R&D can be valuable to 
_small firm. The added sales volume and expertise gained through 
jublic sector sales enables a young company to advance more effectively 
long the learning curve and make the productivity enhancements that 
‘ive it later strength in both domestic and export markets. 


iffectiveness of Government Preference Policies 


ll three levels of government have preference policies which use the 
rocurement process to attain social, political and economic goals. These 
rograms are usually explicit at the federal and provincial government 
2vel, and informal or voluntary at the crown corporation and municipal 
avel. 


reference for Canadian Suppliers 


t the federal level, Canadian preference is provided both by a priority 
lassification for domestic sources in the lists used in the bid-solicitation 
ystem and by a policy which assesses a 10% penalty on the foreign 
ontent of a bid. A DSS review of the effectiveness of the preference 
olicy indicated that the benefits have not been substantial. 

_ Ontario has a Canadian Preference Policy (CPP), similar to the 
sderal policy. Studies of the effectiveness of the CPP by MITT found 

iat CPP was not a dominant factor in awarding contracts. In practice, 
»w purchases are altered by CPP participation. The combination of price 
onsiderations and the competitiveness of Canadian bidders reduces the 
ecessity to pay a premium for Canadian content. 

_ Itis very difficult to verify the veracity or quality of Canadian content 
aims submitted by companies. At both levels of government, the 
Aministrative costs to both business and government may outweigh the 
enefits of the program to Canadian industry. 

_ Like the federal and provincial governments, Ontario Hydro has a 
anadian preference policy which appears to successfully direct 
urchases to Canadian suppliers. Ontario Hydro does not consider 
reign bidders for its contracts unless: (1) there is inadequate domestic 
ompetition (<2 companies), (2) the foreign technology is superior or (3) 
e product cannot be obtained from a Canadian source. As a result, an 
‘timated 80% of purchases in Hydro’s major procurement categories are 
anadian or from Canadian suppliers. This contrasts with a federal 
‘timate that the domestic content of government procurement in similar 
(tegories is only 50% in the public sector. 
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Other Federal Preference Policies 
Another federal policy, called the Procurement Review Mechanism ' 
(PRM), attempts to channel the benefits of contracts worth more than $2 
million to specific industries and regions. PRM may have some indirect 
effect on small businesses through the provision of subcontracting 
opportunities. A study done by the Nielsen Task Force on Program 
Review indicated that the benefits have not been substantial, although the 
continuation of PRM in modified form was recommended. 

Major weapons systems purchases under the Defense Production 
Sharing Arrangement (DPSA) have yielded mainly short term build-to- 
print contracts without the desired technology transfer and investment 
benefits. 

The most effective federal policy appears to be the use of pro- | 
curement source lists which identify qualified Canadian bidders. Unlike | 
the U.S. government, the federal government does not have a specific set: 
aside policy for small business; despite this, small business has at least a 
30% share of the federal procurement in Canada, compared to 17% for 
small business in the U.S. At the provincial level, too, small business 
wins about 60% of the value of Ontario procurement, despite the lack of 
set-aside provisions. 


Other Provincial Preference Policies 


The Ontario government uses the Industrial Development Review 
Process (IDRP), designed to foster business development through the | 
procurement process. Purchases over $250,000 which have the potential: 
for increased employment, import replacement, and product innovation | 
are subject to IDRP. | 
IDRP was subject to a recent MITT review. The program has been ! 
judged a success in some cases, but it has not been widely applied and it | 
has had negligible impact on purchasing decisions in Ontario. This may | 
be because most government purchases are below the review threshold | 
of $250,000. Also, the IDRP process is reactive and is often implemented, 
only after a tender is called. The program might be more effective if use! , 
proactively in a strategic approach to government purchasing. This is | 
difficult to accomplish in a decentralized purchasing environment sucha 
Ontario. | 
Another form of procurement policy which affects Ontario business _ 
are interprovincial trade barriers, which provinces use to favour their | 
own provincial suppliers. The federal International Trade Advisory 
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»mmittee reported in 1986 that provincial procurement policies restrict 
erprovincial trade in the following sectors: 


telecommunications equipment: 
heavy electrical equipment; 

urban transportation equipment: 
office equipment and supplies; 
construction material; 
pharmaceutical and hospital supplies. 


These are all sectors in which Ontario business would otherwise be 
ry competitive. 
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Opportunities for Growth III: 


Exporting 


Introduction 


Merchandise exports accounted for approximately 25% of Canada’s Gross 
Domestic Product in 1987, and approximately 28% of the Ontario 
economy.’ While the automotive and natural resources sectors accounted 
for the largest share of Ontario’s export trade, workers and employers in 
a majority of industries are influenced substantially by trade issues. 


Table rele Shares of Employment and Trade with the U.S., 1985 


| Ontario manufacturing industries grouped by trade orientation 


Number of Estimated Trade with U.S. 
Trade Group Industries Employment Exports Imports 
Two Way Trade 24 36.2 79.4 81.9 
Export Oriented 16 133 11.4 2.6 
Import Competing 18 14.6 2.6 9.3 
Low Trade 4] 31.0 4.3 Aas 
112 877,800 $50.2 billion $49.8 billion 


' Source: Statistics Canada. 

’ Source: Statistics Canada. 

Two Way Trade includes industries that have a relatively high export orientation to 
the U.S. market and simultaneously experience a relatively high degree of competition from 
U.S. imports. Specifically, exports represent 19%+ of total industry shipments while imports 
account for 22%+ of apparent provincial consumption. 

Export Oriented includes industries that have a relatively high export orientation to 
the U.S. market but face a relatively low degree of competition from U.S. imports. 
Specifically, exports account for 19%+ of total industry shipments while imports account for 
<22% of apparent provincial consumption. 

Import Competing includes industries that have a relatively low export orientation to 
the U.S. market but experience a relatively high degree of competition from U.S. imports. 
Specifically, exports account for <19% of total industry shipments while imports account for 
22%+ of the apparent provincial market. 

Low Trade includes industries where relatively little trade takes place between 
Ontario and the U.S. Specifically, exports represent <19% of total industry shipments while 
imports account for <22% of the apparent provincial market. 
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The small business community is not traditionally perceived as a 
major source of exports or international trade. Nationally, companies 
with fewer than 100 employees or less than $2 million in sales account fo: 
about 8% of direct exports, according to Statistics Canada. However, 
when sales of components and services to exporters are taken into 
account, small businesses account for about 29% of indirect exports - 
roughly the same as the total small business contribution to the national) 
economy.” } 

Export behaviour reported during a recent Canadian Federation of | 
Independent Business survey of some 3,500 Canadian small and mediun 
enterprises (SMEs) is given in Table 7.2. 


Table 7.2* Exporting Behaviour of Small and Medium Enterprises, 
Canada, 1987 


General US; Other Foreigr. 
% Exporting 
SME (Canada) yA 28 {t 
SME (Ontario) 34 50 10 
SME (2 yrs or less) oo oe — 
SME (10 yrs +) 38 29 — 


Factors Affecting International Trade 


The Canada-U.S. Free Trade Agreement (FTA) is one element in an 
economic environment that has changed significantly over the past ten \ 
years. The FTA has focussed public attention on the competitiveness 0} 
Canadian businesses relative to their U.S. counterparts. For small 
businesses interested in international trade, the issue of market 
competitiveness encompasses a number of important factors. 
Currency Exchange Rates. Exchange rates may be the most critical | 
factor. There is no conclusive evidence of the relative importance for _ 
small business exports of factors such as price, specialization, service ¢ 
technological advantage; but the relative strength of the Canadian dolla 
may play a vital role in the competitiveness of small business exporters | 
Much of Ontario’s competitive advantage in recent years derives from " 


* Source: DRIE Small Business Office, 1985. 

' Source: Canadian Federation of Independent Business, Market Orientation of Sma. 

and Medium Firms, March 1987. : 
The firms surveyed all had fewer than 500 employees. 


We 
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uation of the Canadian dollar below S0.80 U.S. 

Relative Interest Rates. As the chapter on Finance details, small 
isinesses tend to be more dependent than larger corporations on short- 
rm debt financing. Canadian interest rates have tended to run between 
o% and 3.0% higher than comparable U.S. rates in recent years. 

Comparative Tax Climate. Small business tax rates in Canada com- 
ire favorably with those in some neighbouring U.S. jurisdictions, even 
cluding sales and payroll taxes. A Price Waterhouse study of tax 
form and its impact on Canadian manufacturing found that both pre- 
form and post-reform tax burdens (combined federal and local 
atutory rates) were lower in Canada than in many areas of the U.S. The 
idings are presented in Table 7.3. 


ible 7.3° Comparative Tax Burdens, Canada & U.S., 


Manufacturing Sector, 1988 
fe tel a ee ee | 


| Combined federal/local statutory rates 
Combined Tax Rates 
Pre-Reform* Post-Reform** 
Canada: 
Ontario 44.5% 37.9% 
Quebec 35.5% 28.5% 
Alberta 35.0% 32.0% 
United States: 
Connecticut B2.21% 41.59% 
New York 51.40% 39.94% 
"= Ohio 51.22% 40.02% 
| California 51.18% 40.30% 
| Massachusetts 51.13% 40.27% 
Tennessee 49 24% 37.96% 
Michigan 47.27% 35.50% 


* Using U.S. federal top marginal rate of 46%. 
** Using U.S. federal top marginal rate of 34%. 


j 
{ 
f 


_ Source: Price Waterhouse, Tax Reform and Its Impact on Canadian Manufacturing. 
EL 5th CIM Executive Conference and Technical Seminar, February 1988. 

) Small manufacturing businesses in Ontario receive a preferential tax rate on their first 
«),000 of income. This preference will be slightly diminished post-reform (22% combined 
é compared to 20% pre-reform). 
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Relative tax rates become more important when one considers that < 
majority of present exporters focus on regional U.S. markets. According 
to a recent survey by Small Business Magazine, 56% of current exporters 
and 73% of prospective exporters would focus on serving particular U.S. 
regional markets (especially border states), rather than serving a 
national market under the FTA.° 

Level of Market Concentration & Specialization. Some trade experts 
suggest that the FTA may lead to an increase in the rate of business 
mergers and acquisitions, as large and medium-sized companies seek to 
rationalize and achieve economies of scale. A reduction in the number ¢ 
firms would indirectly affect small businesses by curtailing their market 
for goods and services. 

However, since the competitive position of small businesses in many 
markets is directly related to the degree of market concentration in | 
particular industries, the continued closing or rationalization of branch 
plants may lead to new opportunities for specialized Canadian . 
entrepreneurs. 

Productivity and Access to Improved Technologies. U.S. manufacture, 
continue to enjoy a continuing advantage in overall productivity, 
historically caused by smaller economies of scale in Canadian branch 
plants, longer Canadian supply/distribution lines and relatively higher | 
Canadian levels of employee compensation in some sectors. 

As Chapter 5 indicates, the Ontario government is committed to | 
helping small businesses seek out and adopt new or improved product || 
and process technologies to enhance their relative competitiveness in | 
areas of cost and flexible response to demand. | 

Relative Access to Financing. Despite frequent criticisms made of t} 
Canadian banking system and its treatment of small and growing | 
businesses, Canadian small businesses historically have experienced a) 
much higher reliance on external bank financing than their American | 
counterparts. | 

This can be explained by several factors, especially: | 


e tighter treatment of Canadian business debtors than the U.S. 
Chapter XI bankruptcy laws, which permit insolvent companies up to € 
months to reorganize; 

\ 


} 


e more restricted access than U.S. small and medium-sized 
companies to external equity financing, particularly since the U.S. 
financial deregulation measures of the late 1970s. 


° Small Business Magazine, vol. 7, no. 8, July/August 1988. 
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As the FTA provides U.S.-owned financial institutions with greater 
cess to Canadian markets (subject to existing regulatory constraints on 
inadian banks and trust companies), more competition for medium- 
ved business accounts may result in major population centres. 

_ Access to United States Government Procurement Contracts. The 
inadian government estimates that U.S. government procurement of 


ods and services exceeds $700 billion (Cdn) annually, broken down as 
licated below: 


| U.S. federal government expenditures 41.2% 
| e Military purchases 37.0% 
¢ Non-military purchases 4.2% 

US. state government expenditures 33.4% 

| U.S. municipal government expenditures 29.4% 


| according to estimates by the Canadian government, in 1984 Cana- 
mn products accounted for approximately 0.5% of total U.S. defence 
venditures (valued at $1.4 billion Cdn), and 0.2% of U.S. non- -military 
vernment procurement. Canadian suppliers have not been very 
reessful so far in penetrating either the civilian or military U.S. 
»curement market. 

_ The FTA will lower the limit for national treatment in procurement to 
9,000 US from the existing $171,000 limit negotiated under GATT. 

tile the lower threshold will allow some smaller companies to bid on 

>. government procurement contracts, the GATT code remains 
changed in other respects and forms an annex to the FTA, and foreign 


inpetition bans in many U.S. government procurement policies remain 
dace. 


all Business Response to the FTA 


v.mber surveys of the Canadian Federation of Independent Business, 
r largest representative national small business organization, indicate 
% support for the FTA, with 7% opposed, 25% indicating no impact on 
hir businesses and 31% with no opinion. Although the percentages did 
vary greatly between provinces, Ontario, Nova Scotia and PEI 
wed the lowest support for free trade while British Columbia and 
Lerta showed the greatest support.’ 

Recently, Small Business Magazine commissioned a survey of 361 
\1er/managers of small to medium-sized businesses. The sur ey 


"Source: Canadian Federation of Independent Business, Submission to the Ontario 
ti Bee Committee on Finance and Economic Affairs. March 1988. 
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found that, while 64% of respondents support the FTA, only 45% believe 
that the agreement will be good for their particular industry. 11% think 
that it will be bad overall, 39% think that it will have little or no impact on 
balance, and the remainder have no opinion.® 

A Laventhol and Horwath study of small business found that support 
for free trade increased with the size of the small business. For firms 
with under 5 employees, the number of companies which believe free 
trade will be beneficial is equal to the number which do not. However, of 
firms with 20-100 employees, more than twice as many believe it will 
benefit them as not. | 


Table 7.4° Business Owners’ Opinions on Benefit of Free Trade to 
Their Company by Size of Firm, Ontario, 1988 


Number of employees 


Opinion 0-4 5-19 20-99 
% 

Strongly agree 18 16 ae 

Agree 18 30 28 

Disagree 11 i 6 

Strongly disagree 24 18 17 

No opinion/answer SL 29 28 


Small Business Changes under the FTA 


The Small Business Magazine survey indicates that more than 25% of 
owners and managers of small to medium-sized businesses expect to 
make changes in the way their firms operate as a result of the FTA. 
Almost one-third expect more competition from U.S. companies; 17% 
anticipate acquiring all or part of a U.S. company to complement their 
existing business; and 12% anticipate that all or part of their company 
could be sold to a U.S. firm. 


; Small Business Magazine, vol. 7, no. 8, July/August 1988. 
* Source: Newly-Formed Small Businesses in Ontario, 1985-87, Small Business 
Advocacy Report No. 27, August 1988. Prepared by Laventhol & Horwath. 
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‘able 7.5!° How Small Businesses Expect to Change under FTA, 
Canada, 1988 


Change way company is operated 


Expect to make changes 26.0 % 
Do not expect to make changes 66.5 % 
Uncertain/no comment 1.5°% 


Competition from U.S. companies in Canadian market 


Expect more competition 32.8% 
Expect less competition 1.9% 
Expect no change 59.8% 
Uncertain/no comment 3.0% 


Purchase of all/part of your firm by U.S. firm 


Expect such purchase 11.6% 
Do not expect such purchase 77.9% 
Already U.S.-owned 1.4% 
Uncertain/no comment 9.1% 


Purchase of all/part of U.S. firm by your firm 


Expect such purchase 17.0% 
Do not expect such purchase 73.8% 
Uncertain/no comment 9.2% 


One common change small businesses expect under the FTA is to in- 
Case U.S. exports. Of 353 companies surveyed at random from Dun & 
Eadstreet lists of owner-managed firms with sales between $250,000 and 
$5 million, 21.8% already sell to the U.S. - a figure expected to grow to 
3% under the FTA. About 20% of the exporting firms have U.S. 
poduction and service facilities.!! 


: Source: Small Business Magazine, vol. 7, no. 8, July/August 1988. 
Ibid. 
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Sonstraints to Small Business Growth 


Jndercapitalization, both at the start-up stage and later in a small 
enture’s development, appears to be a major factor in the slow growth of 
mall businesses. The fastest-growing Ontario companies begin with an 
verage investment of over $350,000 - more than ten times the start-up 
apital for the average new firm.! 

Small businesses require financial assistance at virtually every stage 
if their growth and development. At each stage the need for funding is 
ased on a different set of circumstances. 

Money is often needed prior to the start-up of a new enterprise for 
esearch and development (R&D) or marketing studies. Seed capital can 
e required for lab work, construction of prototypes, feasibility studies, 
nd so on. This work is often undertaken with the entrepreneur’s own 
inds or perhaps with a bank loan secured by the entrepreneur’s 
ersonal assets. An unknown innovator, with no track record and limited 
ersonal resources, can find the initial financial obstacles difficult to 
vercome. 

_ Later, during the start-up stage, additional capital is required to 
unch the venture on a sound footing. Revenues build slowly, and while 
ay-to-day operations may be profitable, the debt accumulated during the 
&D and start-up phase usually puts considerable strain on the finances 
‘the new business. This stage of a company’s evolution is typified by 
»latility, high short-term debt and a shallow equity base. The break- 
ven point, including debt servicing, is often years in the future. 

In the growth and accelerated growth stages, capital is needed to 
<pand and improve plant, equipment and personnel, and to enable the 
‘nture to evolve to medium size. Yet significant financial obstacles to 
yowth remain. In the early growth stage, there is a great need for 
(pital - preferably equity capital. Firms at this stage of development - 
lose having under $5 million in assets - are often burdened with a high 
bt-equity ratio, making growth difficult. 

The difficulties continue as the venture evolves to a medium-sized 
lisiness. Most of these firms continue to suffer from a weak equity 
lse. In many ways, the general weakness of the medium-sized business 


' Source: Ontario’s Fast-Growth Companies, Small Business Advocacy Report No. 18, 
‘til 1987. Prepared by Decision Marketing Research Ltd. 
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sector of our economy and the shortage of firms poised to expand into 
international markets - so-called threshold firms - are rooted in the 
financial constraints on smaller ventures. 


Debt Financing 


There are limitations to the use of debt, especially short-term debt, as an 
‘nstrument to fund growth. Debt first of all strains the liquidity position _ 
of a struggling business, reducing its flexibility to deal with unforeseen 
circumstances and to respond to opportunities and downturns. Secondly 
short-term debt can inhibit the attraction of further capital, stalling 
growth. Thirdly, the “unknowns” in a business start-up and the 
perception of high risk frequently force entrepreneurs to provide 
personal guarantees for their firm’s loans, requiring higher total collateri 
coverage than larger ventures do. 
Still, debt remains an important source of small business financing. 
A recent study found that 36% of newly-formed small businesses in 
Ontario got their start-up financing from banks and financial institutions 
and 63% of them relied on banks for additional financing. In addition, — 
almost 60% of those surveyed stated that they would be willing to go or ’ 
go further into debt if they needed more capital.’ 


Bank Financing 


The role of Canada’s chartered banks in providing financing to small 
business is both underestimated and misunderstood. The April 1986 
issue of Canadian Banker magazine reviewed the chartered banks’ 
‘avolvement in small business financing, and found the following: | 


© 80% of loans to small businesses are made through the chartere’ 
banks. 


© Banks deliver more than 90% of government-backed loans to sir 1 
business, most of these through the Small Businesses Loans Ac 
(SBLA). 


© 40% of loans extended under the SBLA were provided to finance 
the start-up of new ventures. 


Source: Newly-Formed Small Businesses in Ontario, 1985-87, Small Business 
Advocacy Report No. 27, August 1988. Prepared by Laventhol & Horwath. 
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Government-backed loans represent only about 10% of the 
banks’ small business loans portfolio, indicating that banks play a 
major role even without government guarantees. 


The outstanding loans to small businesses in 1985 totalled $15.9 
billion, a figure even more significant when one considers that this 
is the sum total of loans of $500,000 or less. 


Just over 86% of the small businesses surveyed in 1985 identified 


chartered banks as their primary source of funding and financial 
services.° 


Federal Government Debt Financing Programs 


SMALL BUSINESSES LOANS Act (SBLA) 


The Small Businesses Loans Act (SBLA) was introduced in January, 1961, 
lo encourage private sector lenders to make term loans to small 
ousinesses. It is administered by Industry, Science and Technology 
canada. Approved lenders are compensated for 85% of any losses 
sustained through defaults on business improvement loans made under 
the Act. 

| The 1987 SBLA Annual Report recounted that, of approximately 
’,800 firms (representing about one third of SBLA users), 39% were new 
start-ups, 8% were in their first year of operation, 8% were in their second 
vear and 6% were in their third year. In other words, 61% of loan activity 
vent to firms in their first three years of existence - businesses which are 
ften denied conventional loans. 

Table 8.1 presents SBLA lending activity for the most recent fiscal 

ear. Figures for the country as a whole are provided for comparative 
durposes. SBLA lending to Ontario small businesses accounted for 

| Imost one-third of the total activity. 


| 


: Source: Mary Jane Grant, “Update: Small business and the banks”, Canadian 
nker (magazine of the Canadian Bankers’ Association), April 1986. 
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Table 8.1* SBLA Lending by Type of Business Enterprise, 
Ontario and Canada, 1987-88 


Ontario as a 


Type of Business Ontario Canada % of Canada 
No. S No. S No. S 
Communications 60 1,973,103 179 5,466,386 34% 36% 
Construction A75 14,865,559 - 1,570 49,034,370 30% 30% 
Fishing 1 16,000 218 7,084,404 _ - 
Manufacturing 651 26,423,815 1,821 66,338,975 36% 40% 
Retail Trade stay 62,303,790 4,260 163,611,554 32% 38% 
Business Services 2,237 90,609,799 7,860 288,653,049 28% 31% 
Transportation 355 14,402,189 2,136 85,382,396 17% 17% 
Wholesale Trade 179 6,135,937 596 18,154,782 30% 34% 
Total 5,320 216,730,192 18,640 683,725,916 29% 32% 


FEDERAL BUSINESS DEVELOPMENT BANK (FBDB) 


The Federal Business Development Bank (FBDB) provides its clients - 
Canadian businesses, with special emphasis on small and medium-sized | 
firms - with loans, loan guarantees, venture capital, management | 
counselling and information, and training and planning services. In 1987 
the FBDB experienced record levels of lending, introduced new services 
and achieved modest profits. | 

It is interesting to note that, during fiscal 1988, the FBDB had a 
penetration rate (number of FBDB customers as a percentage of all 
businesses in the district) in Northern Ontario of 7%, as opposed to a 1% 
penetration in Toronto. Apparently the Toronto market is being | 
adequately served by the banking industry, while the Northern Ontario. 
entrepreneur has a greater need for FBDB services. 

Tables 8.2 and 8.3 show FBDB term lending activities in Ontario 
through the most recent fiscal year. 


* Source: Ministry of Small Business & Tourism, 1988. 
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Table 8.3° Federal Business Development Bank Term Lending Activities 
in Ontario Region, 1987-88, by Industry 


Industry Group No. of Loans $ Amount 


% Distribution 


Manufacturing 16 18 
Tourism 28 ao 
Retail Trade 19 14 
Commercial & Industrial Real Estate 15 20 
Construction 6 4 
Services (excl. Tourism) 5 5 
Other 1 10 
Total 100 100 


The FBDB’s Export Receivables Financing Program was launched in 
February 1987 as a pilot project. Its purpose was to fill the “gap” left by 
the banking industry and existing federal and provincial programs. It is 
open to any small or medium-sized business which exports goods or 
services. Firms can obtain an FBDB-guaranteed line of credit from 
financial institutions covering 60% to 90% of the value of export 
receivables. The receivables secure the line of credit. 

The credit criteria for the program are the same as for term loans. 
There are no minimum or maximum limits. A 1% annual fee is levied 
upon acceptance of the application and an additional 2% is charged upon 
use of the credit, on top of the interest charged by the financial | 
institution. 


° Ibid. 
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Table 8.4’ Federal Business Development Bank Export 


Receivables Financing Program 
$e 
. Summary of activity as at April 30, 1988 


Ontario Canada 


Number S (000) Number $ (000) 


Enquiries 241 893 
Applications 30 13 
Authorizations 18 2,770 49 10,745 
Declined h 13 
Pending a LAS fi 315 


EXPORT DEVELOPMENT CORPORATION (EDC) 


The Export Development Corporation (EDC) is a federal Crown Cor- 
poration which functions as Canada’s official export credit agency. As 
‘such, its mandate is to support the efforts of Canadian exporters to 
expand their sales. It provides a range of services which reduce the risk 
of export activity, including: 


¢ export credit insurance, which protects a firm for 90% of losses 
incurred should a foreign buyer default on a payment or go 
bankrupt; 


¢ performance-related insurance, which covers a business for losses 
resulting from a call by a foreign customer on a performance- 
related bond, through no fault of the exporter; 


e foreign investment insurance, which protects a firm’s out of 
country investment against adverse political risks; 


° export financing, which provides up to 85% of the foreign buyer’s 
agreed price (the foreign buyer pays EDC directly). 


Small and medium-sized businesses represent 82% of the Canadian 
duSinesses supported by EDC. 

Table 8.5 shows the value of exports covered by EDC in fiscal 1987. 
“DC provided coverage for $1.089 billion worth of Ontario exports, more 
han for any other region and virtually one third of the country’s total 
‘xport value. Just under one third of Ontario exports insured under the 
rogram originated from firms with fewer than 100 employees. A 


" Ibid. 
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breakdown of exports by industrial sector indicates that services, the 
mainstay of small businesses, accounted for the largest share of 
provincial exports. 


Table 8.5° Exports Covered by EDC Insurance Program, 
by Region and Size of Firm, 1986-87 

a ———————<—$— 
Number of REGION 

Employees Atlantic Quebec Ontario Prairies B.C. Canada 

(S millions) 

1-4 . 8.4 23.6 12.0 42.3 86.3 
9-19 gS) 23.0 106.8 LAD 14.9 173.8 
20 - 99 6.8 102.0 TACs 253.0 99.5 674.5 
Total 1-99 8.3 1337 343.6 292.2 156.7 934.5 
100 - 499 95.5 104.3 169.1 36.8 Boek (Byic: 
500 & Over 48.7 (ae Bots 0.5 268.6 746.3 
Not Specified 4.3 554.3 218.9 92.5 14.2 884.2 
Total 156.8 863.3 1089.1 A220), Fi1LG 3302.8 


Provincial Government Debt Financing Programs 


THE DEVELOPMENT CORPORATIONS 


t 


Debt financing assistance to small businesses is coordinated on behalf of 
the Ontario Government by three of The Development Corporations: | 
Ontario Development Corporation (ODC), Eastern Ontario Development 
Corporation (EODC) and Northern Ontario Development Corporation 
(NODC). | 

The Development Corporations were founded to encourage and as: 
sist in the development and diversification of industry in Ontario. These} 
goals are accomplished by: 


e offering lending and investment for business start-ups, expansion 
and high risk ventures; ) 


e providing advisory assistance to business; 


e stimulating investment on a regional basis; 
® supervising and administering major development loans; 


° Source: Export Development Corporation. 


106 


8 Financing Small Business 


implementing and administering financial assistance programs on 
behalf of other agencies; 


implementing and administering federal-provincial regional 
development agreements; : 


¢ operating two industrial parks; 


¢ managing Ontario investments. 


Foremost among The Development Corporation’s initiatives are 
those which provide financial assistance to the province’s small 
businesses by way of term loans, interest subsidies, guarantees, revolving 
lines of credit or demand loans (used for financing export receivables). 

__ In extending these services to small businesses, The Development 
Corporations assume risk levels above those of private sector financial 
institutions and the FBDB, particularly in underdeveloped regions of the 
province. The element of risk is reflected in the loan losses of the 
Corporations compared with those of the chartered banks and the FBDB. 
Loan losses for The Development Corporations amount to 3-4% of total 
activity. This compares with just over 1% for the chartered banks and just 

over 2% for the FBDB. Despite the higher risks and loan losses, only 10% 
of the loan enquiries made each year are actually approved. 

In 1987, The Development Corporations lent over $129 million to 
businesses across the province, with an average investment of nearly 
$250,000. 15% of the loans were for export support, 26% for tourist 
activities and 59% for industry. On a per capita basis, for every $1 lent in 
southern Ontario, $1.74 was lent in the East and $6.30 in the North.’ 


f 


NEW VENTURES 


[he Government of Ontario introduced the New Ventures Program in 
september, 1986 to address the needs of new business owners through a 
rogram of loan guarantees to finance startups. The program is the only 
one in Ontario which provides working capital with no collateral 
vequirement to all types of start-up businesses. 


¢ Over 5,500 firms have been assisted since launch (over 3,400 in 
the first complete year of operation). 


” Source: The Development Corporations, 1987 Annual Report. 
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e The participation rate of 28.1% in Northern and Eastern Ontario 
was higher than projected. 
° The 28% participation of women was higher than expected. 


e An average of 2.8 jobs were created by each responding firm - well 
above the projection of 1.5 incremental jobs per firm per year. 

e Sales averaged $67,516 over the first six month period (446 
businesses earned over $30 million in sales). 


e Each business borrowed an average of $15,983 in addition to the 
New Ventures loan. 

e The average owner’s equity position was S26,682 as of 
October 1987. 

e The average original investment by owners was $19,825, well 
above the investment required to match the New Ventures loan. 


e Over $2.4 million was invested in the 43 respondent new ventures 
in Northern Ontario. 

e Almost $4.2 million was invested in the 83 respondent firms in 
Eastern Ontario. 

© Over $18.2 million was invested in the 320 respondent firms in 
Southern Ontario. 


e The service sector, accounting for over half of the New Ventures — 
loans issued, created the majority (56%) of new full-time jobs, and 
created more than its share (54.8%) of part time jobs.” 

As of December, 1987, there were 61 loans in default. In November, | 
1987, New Ventures staff examined these failures and identified several — 
trends, although the small size of the sample precludes drawing definitive 
conclusions about the program. Some patterns do, however, stand out: 


e Small businesses based in Northern Ontario were more than twit 
as likely to default on loans as those in Southern or Eastern 
Ontario. 

e Loans to Northern ventures accounted for some 25% of the de- 
faults although the region made up only 8.2% of all loans issued. 


The following tables present additional data on the New Ventures 
program. 


! Source: Ministry of Industry, Trade & Technology and Ontario Development 
Corporation, New Ventures Preliminary Results, February 1988. The report is based on 44€ 
business reviews returned by program participants by October, 1987. 
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Cable 8.6" Distribution of New Ventures Loans by Lender 


as at December 1987 
a 


% 


CIBC 29.1 
Royal Bank 28.2 
| Toronto Dominion 17,2 
Bank of Nova Scotia 14.1 
Bank of Montreal 8.2 
National Trust aa 
Other* 0.5 
Total 100.0 


*0.5% of New Ventures loans have been issued by the National Bank, the credit unions 
and the caisses populaires. 


‘able ‘sir fae Distribution of New Ventures Loans by Region 
as at December 1987 
% 
North 8.2 
East 19.9 
South JARS: 
Total 100.0 
able 8.8'° Distribution of New Ventures Loans by Sector as 
| at December 1987 
% 
Service 513 
Trade 30.1 
Manufacturing 12.0 
Total 100.0 
" Ibid. 
" Ibid. 
" Ibid. 
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Equity Financing 


Equity investment presents an attractive alternative to debt financing as a 
means of launching or expanding a small business. 

It strengthens, rather than weakens, the firm’s financial situation. An 
infusion of equity capital, in the form of minority shareholdings, often 
enables a small business venture to attract more of the same. In addition, 
it can so improve a company’s finances that access to conventional bank 
loans becomes easier and debt less onerous to carry. In short, equity 
capital can facilitate healthy growth without overextending the business’s 
financial resources. 

Despite the obvious benefits of equity capital investment, many 
entrepreneurs find it difficult to accept an equity partner or partners. An 
entrepreneur’s need to control the environment is often so strong that he 
or she is unable to “let others in” to join the venture, even though they 
only desire minority shareholder status. An even greater problem is that 
many proprietors who do want equity participation in their firms either 
do not know how to attract it or are unsuccessful at doing so. 


Venture Capital 


The Canadian venture capital industry is proportionately smaller than its’ 
U.S. counterpart and, at this stage, less sophisticated. In 1986, the State 0, 
Massachusetts had $525 of venture capital under management per capita. 
New York State had $300 per capita, and California had $286. Ontario 
had only $81 per capita of venture capital under management." ! 
While the per capita value of venture capital funds under professiona 

management in Ontario is far below that of several major U.S. states, 
Ontario has by far the largest portion of venture funds among the 
Canadian provinces. As of December, 1986, a total of $710 million was 
managed by Ontario venture capital groups, accounting for 47% of the | 
national industry total. | 


4 Source: MITT Small Business Branch. 
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Chart 8.1'° Regional Distribution of Capital Under Management 


for Venture Investing as of December 1 986, Canada 


B.C. & Atlantic 
3% 


Although investment in Ontario companies did not rise as spec- 


acularly i in 1984 as it did in other companies, investment in Ontario 
‘ompanies has been growing faster than investment in Canadian 
‘ompanies since 1985. 


-hart Ss.) Total Venture Investments in Canadian 


and Ontario Small and Medium Enterprises, 1982-1986 


yg a a ey — eee eee 


“Number OI Companies 


All Companies = 
eee SS ie a ee Ak 
Canadian Companies 
100 ~~ = ~~ emer Uf ~~ ~~ == 
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Ontario Companies 


0 . 
1983 1984 1985 1986 


The venture industry is growing, in part due to the increasing 


® Source: Venture Economics Canada Ltd., 1987. 
6 Thid. 
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The venture industry is growing, in part due to the increasing 
investment activity of pension funds. Ontario’s pension funds are the 
largest source of available capital for the industry. Increasingly, pension 
fund managers are choosing venture investments in small to medium- 
sized enterprises as a component of a balanced investment portfolio. 
Such investments have higher risks attached, but also have superior 
growth potential. 

Together, Ontario public and private sector pension funds committed 
S165 million to private venture capital funds from 1981 to 1986. While 
this may appear to be a significant investment, it represents only about 
0.2% of total pension fund assets." The participation of pension funds in 
venture investment must continue to grow in order to strengthen the size 
and sophistication of the province’s venture capital industry. 

Venture capital funds usually take minority positions of 10% to 45%, 
enabling the entrepreneur to remain in control of the enterprise. These — 
‘nvestments are made for the anticipated capital gain when the minority 
interests are sold. Generally, venture capital funds prefer to invest when 
a strong management team is in place and the business has established a 
good track record. 

Venture capital funds prefer to finance a business's growth, rather 
than fund the seed or start-up stages, so that they will be in a position to 
divest themselves of their holdings in as little as 2 to 3 years after | 
investment. When capital is invested at an earlier stage, funds can be tie 
up for as long as 5 to 10 years before a favourable return can be enjoyed. 
This propensity can make venture capital inaccessible to many small | 
firms. 

While the number of companies financed by venture capitalists and 
the total dollars invested have both been increasing over the past o years 
there has been a sharp drop-off of funding to seed and early stage firms, 
as shown in Table 8.9. In 1984, seed and start-up firms accounted for 40 
of the companies financed and fully 50% of the dollars flowed. By 1986, 
this segment’s share had dwindled to 18% of companies and merely 6% ¢ 
funds. Early stage investments also tend to be smaller, as seen in Table 
8.10. 


” Source: Venture Investing and Prudence, Venture Economics Canada Ltd., 1987. 
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Table 8.9'* Distribution of Companies Venture Financed and 
| Venture Amounts Invested by Stage, Ontario, 1983-1986 


Company’s Stage 1986 1985 1984 1983 


ne rs - SO gales 2S), 1 emis 
% 


Seed/Start-up 18 6 36 26 40 50 1 3 
| Other Early 8 3 0 2 sie 14°11 
| Expansion 38 = 336 SO AS°) Po 265 22 
LBO On tS eee 16) 1.20 bused 29 54 
| Turnaround Clings genta ono kas Cue 
| Other 17. 35 2a a0 O80). ae 
| | Unknown By 80 0 ee ay 3) 
| Total 100 100 100100 100 100 100 100 


Number of Companies 


| Financed 66 50 42 35 
Total Amount Invested 
(S$ millions) 80 65 38 37 
Table 8.10'° Average Venture Amount Invested in 


Ontario Companies by Stage, 1983-1956 


Company’s Stage 1986 1985 1984 1983 


(S millions) 


Seed/Start-up 0.42 0.89 Te 0.25 
Other Early 0.40 : : , 
Expansion 116 1.80 0.33 0.89 
LBO 1.00 ives - 2.00 
Turnaround 2.90 1.00 1.00 1.50 
Other 2,00 - - 0.25 
Overall Average 1.21 1.30 0.90 1.06 


4 Source: Venture Economics Canada Ltd., 1987. 
“ Ibid. 
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Despite the attention given to hi tech companies, the consumer- 
related and industrial automation industries have maintained their 
combined share of venture capital dollars at a steady 35-37% since 1983, 
as shown in Table 8.11. The average placements by industry are shown 


in Table 8.12 


Table 8.117° 


Distribution of Companies Venture Financed and 


Venture Amounts Invested by Industry, Ontario, 1983-1986 


Industry 1986 1985 1984 1983 

# Ss # S # S # S 
% 

Communications 9 iv 3) 2 il 3 16 9 

Computer Related 26 1 19 28 18 15 19 13 

Other Electronics 5 19 9 19 9 6 10 22 

Genetic Engineering cc 0 6 4 10 0 0 

Medical/Health Related 5 ig Be 9 3 3 3 3 

Energy Related 0 0 1 0) 0 0 0 0 

Consumer Related 1B 20 13 2a 1S 23 13 34 

Industrial Products 10 Le 16 Ue 9 13 16 5 

Industrial Automation if 1 6 7) 6 0 0 

All Other 19 1 17 2 24 23 ys: 16 

Total 100 100 100 100 100 100 100 100 

Number of 

Companies Financed 58 70 33 31 

Total Amount 

Invested (S Millions) 70 ay 6 31 32 


? Ibid. 
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[able 8.127! Average Venture Amount Invested in 
Ontario Companies by Industry, 1983-1986 


Industry 1986 1985 1984 1983 


(S millions) 


Communications 1.00 0.50 O25 0.60 
Computer Related 0.80 WS) 0.67 0.67 
Other Electronics ASS 1.83 0.67 TERS) 
Genetic Engineering 0.00 0.50 1.50 - 
Medical/Health Related 1.67 0.63 1.00 1.00 
Energy Related - - 
Consumer Related 1.40 1.44 1.40 Pe 
Industrial Products 2.00 0.64 io 0.20 
Industrial Automation O:25 0.25 2.00 - 
All Other 0.73 0.08 0.88 0.71 
Overall Average J.21 0.81 0.94 1.03 


Federal Government Equity Financing Programs 


*BDB 


The FBDB, besides lending activities, offers venture capital investment to 
ts clients. A full 50% of the FBDB’s venture capital investments are made 
0 companies in the early or startup stages of development. There has 
deen a considerable increase in FBDB venture capital activity: 32 
nvestments were made in fiscal 1988 versus 19 in fiscal 1987. Ontario’s 
share of this activity is shown in Table 8.13. 


, 
7 


“I Tid. 
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Table 8.1377 Federal Business Development Bank Venture 


Capital Investment, Ontario and Canada, 1988 
Se eae 


Ontario Canada 


Activity 1987-88 


No. of investments 9 oo 
Amount committed and/or invested $5.4 S220) 
(S millions) 

Portfolio as at March 1988 

No. of investees {5 65 
Amount committed and/or invested $9.4 S62 


(S millions) 
Provincial Government Equity Financing Programs 


SMALL BUSINESS DEVELOPMENT CORPORATIONS (SBDC) PROGRAM 


Ontario’s Small Business Development Corporations (SBDC) program 
was created to encourage equity funding of the start-up and growth 
stages of the province’s small firms. The program, administered by the 
Ministry of Revenue, features significant benefits for the investors who 
form the SBDCs. 

Since the SBDC program was introduced in July of 1979, over 2,000 
investments have been made which channelled about $400 million into 


approximately 900 of the province’s small businesses. Asummary of 


SBDC activity for the first half of fiscal year 1988/89, as well as for the 
program to date, is presented in Table 8.14. 


““ Source: FBDB Ontario Regional Office, June 1988. 
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Table 8.14°° SBDC Activity Summary 

Fiscal Year to Program to 
Activity September 30/88 Date 
Number of SBDC’s registered (including registrations 60 1069 
‘subsequently revoked) 
Number of SBDC’s revoked/surrendered AQ 452 
Number of grant applications approved 450 18,431 
Dollar amount of grants approved $3,892,474  $144,187,235 
Number of tax credit applications approved 19 454 
Dollar amount of tax credits approved $312,250 $5,580,799 
Dollar amount of grants recovered through 
revocation/capital redemption $2,299,535 $10,398,571 
Dollar amount of tax credits recovered through 
revocation/capital redemption S12,706 $618,748 
Number of investments in small businesses 83 2087 
Dollar amount of investment in small businesses $14,985,180 $408,736,346 
Dollar amount of SBDC issued capital (net) $16,055,028  $360,026,869 
Number of individual small businesses newly invested in 41 921 


_ The flexible nature of the program, its focus on equity capital 


| 
' 


participation and the range of support services it offers combine to make 


the SBDC program a unique contribution toward solving small business 
chronic cash shortages. Despite these advantages, the SBDC program is 


not a panacea. Problems with the current program include: 


¢ apattern of “one shot” investing; 


requirement is too stringent; 
¢ waning popularity. 


/EMPLOYEE SHARE OWNERSHIP PLAN (ESOP) 


e restrictions on eligibility for firms requiring seed capital 
and start-up capital, who must engage in an eligible activity within 
twelve months of the SBDC investment. For some start-ups, this 


To encourage Ontario employees of small and medium-sized corporations 
to invest in the businesses they work for, and to provide small businesses 
with an additional source of investment capital, the Province of Ontario 
established the Employee Share Ownership Plan (ESOP) to assist 
employees to purchase shares of their employers. The ESOP program, 


23 pt Bt 
Source: Ontario Ministry of Revenue. 
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administered by the Ministry of Revenue, gives employees a grant of 15% | 
of the purchase price of newly-issued shares of their employer | 
corporations, to a maximum of $300 per year. There are also grants to 
assist employees and employers to implement the plan. | 

To be eligible, employer corporations must be incorporated in 
Canada, must pay 25% or more of their wages and salaries to employees. 
of permanent establishments in Ontario, and must have either gross } 
revenue or assets (including the gross revenue and assets of associated — 
corporations) of $50 million or less. 

Eligible employees are those who have been employed by the com- 
pany for at least six months prior to purchasing the shares. They must 
also work a minimum of 14 hours per week. They must be Ontario 
residents on the date of the share purchase and on the last day of the 
previous calendar year. Their shareholdings and those of any related 
individuals must be less than 10% of the issued shares of any class of the + 
employer’s capital stock. 


COMPUTERIZED ONTARIO INVESTMENT NETWORK (COIN) 


The Computerized Ontario Investment Network (COIN) is an | 
independent, nonprofit corporation operated by the Ontario Chamber of | 
Commerce through its 160 offices throughout the province. The 
Ministry of Industry, Trade and Technology has committed funds for | 
promotion, advertising and translation services related to the program. | 
COIN also receives support from private sector sponsors, including Bell) | 
Canada, CP Trucks, Dofasco, Price Waterhouse, The Royal Bank of 
Canada and Xerox. Its purpose is to help bring together investors and 
entrepreneurs seeking capital. 

In contrast to the matching services provided by the FBDB and the 
SBDC program, COIN is a large-scale, community based service, which’ 
is also made available to international investors through Government of 
Ontario trade offices abroad. 

The Network facilitates confidential introductions between investor: 
and entrepreneurs. By the end of August 1988, COIN had made possib] 
640 introductions resulting in almost $8 million in new investment in 
Ontario’s small businesses. In addition, COIN has created a new pool 0 
investment capital totalling some $80 million. The average investment 
sought and offered is between $250,000 and $300,000. 
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NNOVATION ONTARIO CORPORATION (IOC) 


4 crown corporation, Innovation Ontario seeks to reduce the risks of 
starting new, technology-based businesses in the province. IOC, a sister 
sorporation of The Development Corporations, invests in small-to- 
nedium-sized companies which focus their efforts on technology-based 
sroducts, processes and services. It also provides a range of technical, 
yusiness and information services to Ontario inventors and 
--ntrepreneurs. 
IOC is an integral part of the ongoing partnership between the 
yrovince’s private and public sectors - a partnership of major importance 
nthe field of high technology, where extremely high risks are borne by 
small, entrepreneurial firms. 
_ 10C also seeks to fill the seed capital “gap” in venture capital supply. 
srowth-stage financing takes the form of an equity investment which will 
de repaid or divested according to terms negotiated between IOC and the 
client. 
From its start-up in June 1986 to September 30, 1988, Innovation 
Jntario received 760 detailed business proposals. In all, 104 projects 
| with a maximum investment of $250,000 in any one project) were 
| proved. The total government investment of $15.3 million levered a 
—urther $31 million in private sector funds. 
Also, 66 clients whose projects were declined took advantage of 
| OC’s staff review service to identify key concerns with their proposals. 
' \ further 40 clients were referred to other financial institutions or 
nvestors. 


<= 
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Instilling the Entrepreneurial Spirit 

Perhaps the most important role of government is to set the framework 
within which our social, cultural, political and economic development 
takes place. In the Canadian federal system, provincial governments 
‘shoulder a major responsibility for shaping our environment. 

| Provincial legislation governing employment standards, labour 
relations and business practices, for instance, establishes the legal 
framework within which we earn our livings and run our businesses. 
‘Provincial jurisdiction in such matters as education, health, training and 
| skills development largely determines the quality of our labour force. 

| Specific government initiatives - supporting high technology, promoting 
the development of economically depressed regions, aiding small 
‘business - have a measurable impact on our economy. 

Provincial governments also contribute to the public environment in 
other, less quantifiable ways. They play a considerable role in instilling 
values and a sense of public spirit and in creating a community of 
interest. The Government of Ontario has contributed significantly to the 
entrepreneurial spirit of the province as Ontarians increasingly recognize 
the importance of entrepreneurship. 

The April 1986 Speech from the Throne stated that the provincial 
‘government, 


1 


to ensure [Ontario’s] place as a world class society of the twenty- 
first century[,] must provide excellence and relevance in 
education and training, particularly in shaping a generation 
capable of innovating and seizing opportunities. 


In April 1987, the Speech from the Throne emphasized that 


Ontario’s future economic growth largely depends on the 
entrepreneurial spirit of its people. At the heart of that spirit is the 
small business community, which has accounted for the majority 

| of new jobs created over the last decade. 


In November 1987, the Speech from the Throne highlighted the 
importance of this spirit to Ontario’s future: 


We must equip our children with the skills, knowledge, creativity 
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and entrepreneurial spirit they will need to meet the challenges of 
the twenty-first century. 


The Role of Education 


In light of the contributions made by small business to job creation, some 
see entrepreneurial activities as a panacea for unemployment. Those 
who hold this view maintain that it is in society’s interest to educate 
people to “become” entrepreneurs, Bg which they mean “starters of small 
businesses”. 

Others take a broader view. Recognizing the value of entrepreneurial 
thinking to large, small, and even non-commercial environments, this 
group believes that providing entrepreneurial education is in society's 
best interest because innovation, initiative and creativity are fostered. | 

Can entrepreneurship be taught? How extensively is it being taught | 
now? How should it be taught? This section focuses on these aspects of | 
the role of education in instilling the entrepreneurial spirit. | 


Can Entrepreneurship be Taught? 


As recently as 4 or 5 years ago, the attitude that entrepreneurship could 
not be taught prevailed. This view was probably rooted in the belief that ' 
entrepreneurs are “different” - that they are “born, not made.” Also 
underlying this perception was a recognition of the unique nature of 
entrepreneurial activity and of the difficulties involved in teaching subjec 
material like “creativity,” “innovation,” and “seizing opportunities.” | 

The Canadian Foundation for Economic Education (CFEE) began 
examining the issue about 4 years ago. Having established entrepre- 
neurship as a priority, the CFEE set as its first task the publishing of a 
primer on the subject. In addition to this booklet, the Foundation held 
the first of what has become an annual conference for educators on 
entrepreneurship. The CFEE concluded that entrepreneurship can and > 
should be taught, not as a “quick fix” for unemployment, but rather for 
the broader applications of entrepreneurial principles.’ 

A Philadelphia-based project found that entrepreneurship education 
had a positive effect on inner-city minority youth’s selfimage and on 
reducing the student drop-out rate. Students also saw greater value in 
continuing their education because of the entrepreneurial studies 


{ 


' Source: Gary Rabbior, Executive Director, Canadian Foundation for Economic 
Education, June 1988. 
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omponent of their curriculum.’ 
low Extensively is Entrepreneurship Being Taught Now? 


HE SECONDARY SCHOOL SYSTEM 


Wer the last few years, some teachers have been teaching entre- 
reneurship without the benefit of a specific curriculum guideline in their 
usiness studies classes. In the 1986 Speech from the Throne, the 
‘overnment of Ontario announced measures to introduce 
atrepreneurship studies formally into the province’s schools. 

_ Through the “Bridges to the World of Work” initiative, the Ministry 
f{ Education developed two courses, introduced to the high school 
urriculum in the autumn of 1988. The courses are offered to students in 
irades 11 and 12 and are augmented by up to 4 credits in co-operative 
ducation outside the classroom. The optional co-operative courses en- 
ble students to learn more about entrepreneurship and small business 
trough direct exposure to entrepreneurs and from direct experience in 
2presentative businesses. 

The goal of these courses is to provide students with opportunities 


e assess their personal interest in and aptitude for entrepreneurial 
| activities; 

|e understand that entrepreneurial attitudes and aptitudes can be 

| developed over time; 

° appreciate that the principles of entrepreneurship have lifelong 
applications in their day-to-day personal and working lives; 

e identify the rewards and challenges of initiative and achievement 
in a wide range of commercial and non-commercial activities; 

e think and act in a creative manner; 

e develop self-confidence and apply their initiative, achievements, 
and creativity to personal, school, business and community 
service opportunities; 

e understand the role of entrepreneurship and innovation in our 
society and assess the effects of them on the quality and level of 
economic activity in Canada; and 

¢ examine a wide range of career choices. 


* Source: Gary Rabbior, The Development of Entrepreneurial Education in Ontario. 
188. 
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The objectives for the course material stress the broad view of 
entrepreneurship and its applicability to day-to-day life. 


THE PosT-SECONDARY ENVIRONMENT 


In 1987, 41 courses in entrepreneurship were offered at 23 Ontario 
colleges and universities, representing an increase of only 1 institution 
and 1 course since 1980.’ Comparative data on entrepreneurship 
education in Ontario and other provinces are summarized in Table 9.1. 


Table 9.14 Courses in Entrepreneurship in Canada, 1980 & 1987 


Province Institutions Courses 
1980 1987 1980 1987 

Alberta i 10 10 13 
British Columbia rel Ek We 19 
Manitoba i 1 | 1 
New Brunswick 3 5 6 6 
Newfoundland i 1 i) i 
Nova Scotia 4 6 t 8 
Ontario oe 2a 40 41 
PELL 1 1 1 |) 
Quebec % 9 23 50 
Saskatchewan i 2 2 3 
Total 59 67 108 143 


Courses in entrepreneurship have traditionally been offered by 
university business and engineering schools. During the 1970s, several’ 
universities experimented with concentrating courses into an interrelate 
entrepreneurship program. By the mid-1980s, there were 10 such 
concentrations or program equivalents in North America, out of 530 
institutions offering 1 or more courses in small business or 
entrepreneurship.’ The introduction of entrepreneurship programs 
reflects the emerging status of the field as a distinct discipline of study. 


* Source: Select Survey of Small Business Management and Entrepreneurial Activities 
in Canada, 1980 and 1987. W.H. Ellis, Faculty of Management, McGill University. | 
Ibid. 
» Source: W. Ed McMullan & Wayne A. Long, Entrepreneurship Education in the 
Nineties, University of Calgary 1988. 
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Curriculum and Delivery: What Should Be Taught and How? 


[tis clear that entrepreneurial education should focus on the unique 
problems faced by entrepreneurs. These problems change as the 
business changes, adapts to its environment and grows - problems 
experienced when a venture is launched are often very different from 
those experienced during the growth stages, for example. 
Entrepreneurial studies are most commonly taught in the business or 


professional schools. This pedagogical mode is subject to a number of 
limitations, including: 


e a focus on producing middle managers, accountants, and staff 
specialists to meet demand; 
e differentiation of subject materials along the departmental lines 
found in large organizations.° 


Few ventures begin with a functionally-differentiated organizational 
structure; many never evolve to the stage where such specialization is 
‘equired. The specializations which form the basic MBA program - 
accounting, finance, marketing, personnel, and general management - are 
often irrelevant to the entrepreneurial curriculum. A more innovative, 
‘esponsive, and flexible approach is required. 

Research by CFEE and studies undertaken in the United States 
ndicate that course design and delivery of entrepreneurship studies - 
nust be very different from that of conventional courses. Entrepreneurial 
sducation replaces rote learning with “approach to life” learning. This 
undamental difference makes considerable demands on course 
nstructors, whether at the high school, college, or university level. Once 
| curriculum has been developed, teachers have to acquire a new 
ipproach for presenting it - in short, they need to employ the principles of 
‘ntrepreneurship in teaching the new material. 

One study recommended subject differentiation by stage of business 
levelopment rather than by functional specialization, suggesting a 
wrogram structured around a series of strategic development challenges - 
ipportunity identification, market feasibility analysis, new venture 
mance, expansion strategies.’ 


° Ibid. 
” Ibid. 
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An effective entrepreneurship program, according to 25 identified 
criteria, should: 


24. 


Zo: 


not focus on “right answers”; 


be highly participatory - activity-based with a “hands-on” focus; 


be goal/achievement oriented; 

allow for short-term accomplishments; 

focus on challenges to the status quo; 

have a community integration focus; 

utilize a variety of approaches and teaching styles; 

have elements that surprise the student and present the 
“unexpected”; 

present familiar information in unfamiliar contexts; 


. be easily amended and augmented by individual teachers; | 
. provide a broad focus for entrepreneurial ventures and initiatives 


- not only small business start-ups; 


. be fun and exciting; 
. enable frequent and unanticipated feedback; 
. entail approaches and activities that seek to build self- confided 


in the student; 


endeavour; 


. build to a potential “launch point” for a new business; 
. enable and encourage group/team activities; 
. alert students to common pitfalls and reasons for failed 


initiatives; 


evaluate them; 


. expect the teacher to be entrepreneurial; 
. link entrepreneurship to innovation; 
. focus on the consideration and examination of ‘diseduilipri tam 


as opposed to “equilibrium”; 


. provide guidance on the design of a conducive learning 


environment, as traditional learning environments will be 
inappropriate; 


. enable students to apply their knowledge and skill to a particula 


| 


. place a heavy emphasis on “opportunities” - how to identify and. 


\ 


utilize case studies varying as to the nature of the entrepreneur 


type of initiative and degree of success; 
address behavioural dimensions of learning as opposed to just 
content.® 
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* Source: Gary Rabbior, Elements of a Successful Entrepreneur/Economics Education | 
Program, March 1988. 
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?rovincial Programs in Support of Entrepreneurship 


small businesses in Ontario need assistance in two key areas: access to 
inancing and advisory assistance. Provincial programs addressing the 
inancial needs of small business were reviewed earlier. The Government 
of Ontario has also mounted several initiatives to improve the availability 
ind quality of advisory expertise. These efforts complement the formal 
-ducation initiatives. Here is a brief summary of the programs currently 
fered in support of entrepreneurship in Ontario. 


intrepreneur ‘88 


Jn May 30-31, 1988, in Toronto, the Ministry of Industry, Trade and 
‘echnology (MITT) and the Premier’s Council co-sponsored 
intrepreneur ’88, a forum on entrepreneurship and small business. The 
ibjectives of the conference were to showcase and celebrate Ontario 
ntrepreneurs and to inspire aspiring entrepreneurs. 

Over 5,000 people, representing a wide cross-section of the public, 
articipated in the conference: entrepreneurs, business owners, venture 
apitalists, bankers, management consultants, accountants, broadcasters, 
tudents, and teachers. The conference featured workshops on topics 
uch as “Packaging Your Business to Attract Investors,” “Getting and 
.eeping the Right Employees for Your Growing Business,” and “Strategic 
artnering with Big Business and Government”. 163 exhibitors from all 
ver the province represented Ontario manufacturing and tradeable 
ervice firms with annual sales of over $500,000. 


‘ublications 


{ITT has a wide selection of publications designed to help small 
usiness owners and entrepreneurs, covering topics such as 
ecordkeeping, business planning and marketing. 

Starting a Small Business in Ontario is of particular interest to would- 
e entrepreneurs. The book contains information on taxation, labour 
=gulations, business registration and incorporation, government 
ssistance, licensing, and other advice on business start-ups. Over 
30,000 copies of the book (now in its 13th printing) are distributed 
inually. 

On a quarterly basis, MITT publishes the Small Business Ontario 
-wsletter. Containing stories of successful entrepreneurs, information 
out government assistance to business and locations and dates of 
“minars, the newsletter is distributed free to over 45,000 Ontario 
1siness owners and aspiring entrepreneurs. 
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Seminars 


Seminars on marketing, starting a business, franchising, profit sharing, 
business ownership for women and product costing are held by MITT in 
over 200 Ontario communities each year. The seminars are usually 3 
hours long and are held in the evening for the convenience of aspiring 
entrepreneurs who hold day jobs. Resource people such as lawyers, 
accountants, and bankers often attend the seminars as presenters. , 
MITT also gives a seminar on starting a small business specifically 
aimed at workers who are facing plant closures. | 


Entrepreneur Clubs 


MITT in concert with the Ministry of Skills Development, has orovidell 
grants of $1,000 each to help start entrepreneur clubs in 15 of the 
province’s universities. The clubs are usually established by second-yea. 
business students and charge annual membership fees of $5 to $10. The 
clubs feature a range of activities with emphasis on prominent guest 
speakers, who discuss a spectrum of small business and entrepreneurial 
issues. 


Start Up | 


Through its two Start Up programs, Youth Venture Capital and Student | 
Venture Capital, the Ministry of Skills Development offers interest-free | 
loans to young people with good business ideas. The programs are | 
operated in co-operation with The Royal Bank of Canada and the Ontaric 
Chamber of Commerce through local chambers of commerce. MITT | 
provides seminars and other support for the programs through local fie, 
offices. 


TVOntario 


TVOntario, a crown corporation, is the educational television service for 
the province. In January 1986, it broadcast an 8-episode series, | 
“Frontrunners,” which focused on 8 entrepreneurs identified as role 
models for small business owners. Developed in consultation with MIT 
which also made a major financial commitment, the series aimed to 
increase interest in small business and to encourage entrepreneurship‘ 
an alternative to employment. The series has been repeated several 
times, most recently in the fall of 1988. 

TVOntario’s Part-time Learning Division introduced a complemen- 
tary course in small business management which was recognized for | 
credit by several community colleges. Since 1986, a total of 2,421 viewe3 


1 
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yaid the $79 fee to register for the course.’ 

This innovative linking of television and course materials fulfills two 
»bjectives: increasing public awareness of entrepreneurship, and 
mproving the skills, knowledge and information available to small 
yusiness owners. 


TVOntario plans to rebroadcast the series in F ebruary of 1989 and 


efer viewers to 17 colleges which would offer the related course. The 


ycus this time, as before, is on the building blocks of small business 


uccess, including how to develop an effective business plan to attract 
nancing. 


—ocally-Based Services 


he Ontario Government supports the development and introduction of 
ically-based services for entrepreneurs. Four of these initiatives are 
utlined below. 


_ Community Small Business Centres 


he province has provided an average of $630,000 in assistance to each of 
1ese small business incubators since the first one was introduced in 

385. The 7 centres, located in Thunder Bay, London, Waterloo Region, 
rantford, City of York, Cornwall, and Kanata, provide new ventures 
unded by local residents with a variety of support services, including 
‘w-cost operating space, common services and on-site advice. The 

‘ntres also provide the general community with an outreach program of 
°neral service. The centres receive funding, usually applied against vari- 
ts capital costs, from local cosponsors. Up to May 31, 1988, the Centres 


id assisted 191 new firms to create 674 new jobs, at a cost per job of 
»,780. 


Self-Help Centres 


IHelp Centres are centrally located community resource centres. 

ich is staffed by an entry-level consultant to deliver advisory assistance 
_local entrepreneurs, and each provides a library of business materials 
‘da quiet work environment for planning or problem solving. Since the 
‘ncept was developed by MITT in 1985-86, a total of 13 Self-Help 
‘erations have been opened, costing the province an average of $35,000 


* Of the total registrants, 739 were from Metro Toronto, 642 from Central ( Jntario, ara 
‘m Southwestern Ontario and 192 from Northern Ontario. There were also 73 out of 
| vince registrations, including 58 from Quebec. 
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annually. The centres process 3,000 enquiries each year and in 1987-88 
directly assisted in the launch of some 500 new ventures. 


3. University Small Business Consulting Centres 


The Government of Ontario supports a total of 15 centres on university 
campuses throughout the province. The centres provide low-cost 
consulting services to new and established small businesses by 
employing the talents of senior business students led by a faculty 
coordinator. The centres are financed by an average provincial subsidy « 
$24,000 per unit and by the revenues generated by the consulting 
service. In the fiscal year ending March 31, 1988, the centres directly 
assisted in the start-up of some 350 new businesses which are expected 
to create about 2,700 new jobs. | 


4. Centres of Entrepreneurship 


In 1987, the Speech from the Throne announced the establishment of 6 
Centres of Entrepreneurship at selected colleges and universities acrost 
the province. The centres are intended to provide a focal point for 
entrepreneurship in postsecondary institutions. Included in their 
mandate is the development of curricula for entrepreneurial studies, the 
provision of training courses for teachers and guidance counsellors, anc 
research and dissemination of results. Visits by entrepreneurs form a | 
prominent part of centre activities. 

The broad objectives for the centres, their involvement with the | 
private sector and their role as geographically diverse focal points will | 
result in significant improvements in curriculum and a cross-pollination 
of business and academic expertise across the province. | 

Funding for the centres is provided through the $1 billion Tech- 
nology Fund, allocated for special purposes upon the recommendation { 
the Premier’s Council. Each year, each centre will receive a grant from 
the province of up to $150,000, on the condition that an additional $50,(0 
is raised from the private sector by way of cash donation or equivalent 
value in services, such as computer time. 
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___ The sites of the various centres are identified on the following map. 


Chart 9.1 Location of Ontario Locally-Based Services 
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Federal Initiatives 


Provincial initiatives supporting entrepreneurship and small business are 
complemented by federal programs with specific, macropolicy objectives 
Two significant programs are the Community Business Initiative and 
Operation Youth: Enterprise for Youth Employment. 


{ 
| 
Community Business Initiative 


The Community Business Initiative (CBI) is a Federal Business | 
Development Bank (FBDB) program which assists entrepreneurs and | 
their enterprises to help themselves grow and prosper. The first Ontario 
CBIs were launched in Barrie and Orillia in the autumn of 1986. Since | 
then, 7 others have been or are in the process of being established. 

A local advisory committee of established business owners, pro- 
fessionals and community leaders assists the FBDB to identify smaller | 
ventures in the area which need affordable, down-to-earth, “real world” | 
advice to prosper. This identified group of 30 to 32 non-competing 
owner/managers then benefits from the guidance of a team of | 
experienced resource persons. 

A full-time project advisor, who is locally based, organizes 10 month’ 
group workshops, which focus on functional areas such as accounting, © 
marketing, human resources, and other skills like time management. — 
Each workshop leader is skilled in the discipline under study. 

The local advisor meets each proprietor monthly to review the most 
recent workshop and its applicability to day-to-day operations. No 
diplomas or certificates are awarded: the emphasis is on practical | 
learning that helps the entrepreneur make maximum use of resources 
and maximize the venture’s earnings. 

The service costs each participating business $2500 - $3000 annual 
Some 75%-80% of the cost is rebated to the business owners through | 
Employment and Immigration Canada and the Ontario Community ! 
Industrial Training Committees. — | 


4 
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Operation Youth: Enterprise for Youth Employment 


Operation Youth: Enterprise for Youth Employment is a federal, non- | 
profit corporation which was founded in December 1984 by the Canadii 
Employment and Immigration Commission’s National Labour Market | 
Innovation Program. In August 1986, Operation Youth introduced an | 
Entrepreneurship Development Program to help young people establis 
their own businesses. Funded by a combination of private donations al 


grants from the federal government, the program provides ongoing 


9 Raising Awareness and Cultivating Entrepreneurs 


upport to young entrepreneurs during the critical first 3 years of 
\peration through the following services: 


_ © a3-day training session on starting and operating a small business; 
* ongoing advice on every aspect of small business management for 
3 years; 

e an information system that details the various assistance programs 
available to young entrepreneurs who are starting small 
businesses; 

¢ a business collective that groups together, wherever feasible, a 
number of businesses, facilitating reduced overhead costs and 

' yielding the benefits gained from co-operation with others. 

In 1986-87, the program’s first year of operation, 234 clients 

articipated in the training sessions. By the end of the year, 165 of them 

ere operating their own businesses. 


on-Profit Initiatives 


Je recent surge of interest in entrepreneurship and small business has 
couraged all sectors to participate in programs and initiatives which 
jovide a variety of services to would-be entrepreneurs. A recent effort 
the YMCA is indicative of the role non-profit, non-governmental 
(ganizations can play. 


MCA Youth Enterprise 


ICA Youth Enterprise, a free service which assists young entre- 
Jeneurs in planning and starting their own businesses, is targeted to 18 
(30 year olds who are not employed full time. A 10-week training 
[gram guides young people through the startup process, focusing on 
t2 essentials of bookkeeping, marketing, finance, and operations. 
Hlow-up consulting assistance is also provided during the first year of 
(eration. 


' The program objectives are to help budding entrepreneurs: 


¢ learn how to secure start-up money; 

® prepare a business plan and venture loan application: 

° understand how to forecast sales, promote the business, keep the 
company books; 

* avoid the pitfalls before and after start-up with one-to-one 
consulting. 
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The program, the result of a collaboration among Employment and 
Immigration Canada, YMCA Canada, and the YMCA of Metropolitan 
Toronto, receives special support nationally from IBM Canada Ltd. 
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The Small Business Owner’s Guide 


Reports such as The State of Small Business, 1988 are written more for 
persons seeking an overview of small business research and studies than 
‘for the practising small business owner. This section of the report, how- 


ever, is designed as a short “how to” section for you, the small business 
‘owner. 


What Trends are Emerging in Ontario? 


Global Competition 


nm the increasingly global world of commerce, economic units such as 
Jntario need to trade goods and services with the rest of the world in 
order to prosper. This requires companies which have the products and 
corporate resources to export to other countries. To export successfully, 
lowever, you have to be able to meet the quality and prices of world class 
“ompetitors, many of which have cheaper costs than Canadian firms. 
thus, to be competitive on a world scale means that a firm must be on 
he verge of being a multinational corporation, certainly a far cry froma 
mall business. 
 Atany given time, there are multinationals which are growing and 
thers that are in decline. Many Canadian multinationals are companies 
those products are in danger of being overtaken by lower-priced com- 
/etitors. Ontario needs companies which have products the quality or 
-erformance of which commands a price premium over the products of 
1eir overseas competitors. The recent Premier’s Council Report identi- 
ed threshold firms - medium-sized, rapidly growing firms poised to 
-ecome multinationals if they can successfully become large, exporting 
_tms - as a focus for government development efforts. 
One implication for small business, if the Premier’s Council recom- 
lendations become government policy, is that the government may 
cus more on developing threshold firms than on developing small busi- 
ss. Small businesses that are in high-growth and high-value-added sec- 
irs will find more government support than those which are not. Busi- 
_ 28ses in these non-traded sectors may have to function with less 
ernment assistance. 
_ Another factor you may want to consider is what sector to choose for 
few business. Often, an owner just starts a business in a field of inter- 
{t, which is fine. However, a strategic approach would be to consider: 


© Do I want the company to rapidly grow into a larger organization? 

© Do Ihave product ideas which could be sold in the rest of the 
world or at least the U.S. market? 

e Am I prepared to cope with the types of problems that success Car 
bring to a company? | 

e Can | identify certain business sectors which have more govern: | 
ment support than others at this time? 


If the answers to these questions are yes, then you could try to stam 
your company in one of these supported areas. By doing so, you will 
ensure that you are opening your company in a favourable environment — 
where there will be continued interest and support for your business by | 


senior levels of government. 


Technology 


A second trend involves technology (discussed in detail in Chapter 5). 
High technology products and advanced technology production method, 
will become increasingly important in the Ontario of the future. 

Hi tech products are a rapidly growing market segment with both 
consumer and industrial customers. These products can be sold at a pre 
mium over traditional or commodity-type products, and are less subject. 
competition from emerging industrialized countries. As such, their loca 
production is highly prized by Ontario planners. Small businesses whic 
specialize in high technology products can expect good government su] 
port, and should prove attractive to other sources of capital such as the: 
venture capital funds. | 

Advanced technology production methods include robotics, com- 
puter-controlled machinery, computer-aided design (CAD), automated | 
materials handling, and advanced construction materials. These meth-) 
ods all have the computer as a common element. Since the computer ¢ 
do repetitive, time-consuming work very efficiently, the “lost” time pro-| 
cesses in design, engineering and production can be radically shortene 
allowing greater flexibility in production and a concomitant reduction il 
costs and personnel. For example, if the set-up time on a machine is re 
duced from days to minutes, much shorter production runs will be pos 
ble. Savings in materials and finished goods inventories will result. Pr 
duction will be able to more closely match sales, and your company wil 
save money. | 

Technology is important for a small country like Canada, which ha} 
smaller markets and must compete against the U.S. and Japan, which ¢} 
afford long production runs and dedicated production lines. The 
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nereased flexibility offered by these new technologies can mean cost- 
xffective competition even by smaller firms. 

There is help available to small business owners. You can Visit sites 
which are using these technologies. You can use the facilities provided 
py the provincial government, such as the technology centres and the 
Ontario Research Foundation, as resource bases to help you make deci- 
ions in unfamiliar areas. You can avail yourself of training courses 
pifered by community colleges. Federal organizations such as the Nation- 
il Research Council (NRC) have been stepping up their collaborative 
‘ssociations with industry and represent a valuable resource which you 
van tap. 
The National Research Council’s Industrial Research Assistance Pro- 
‘ram (IRAP) is designed to assist the transfer of technology to Canadian 
‘adustry. The field service component - the most visible - consists in 
Mntario of 44 Industry Technology Advisors (ITAs) based in a number of 
deations across the province, including the NRC itself, the Ontario 
esearch Foundation, universities, colleges and the Ontario Centre for 
dvanced Manufacturing. Each ITA brings industry experience to a 
lient base of approximately 120 small and medium enterprises. The 
TAs often work in conjunction with MITT industrial development offi- 
‘ers; the ITAs provide the technical guidance while MITT staff provide 
aarketing and management support. 
_ The Ontario Centre for Advanced Manufacturing (OCAM), which 
inctions as an advisor or consultant to Ontario business, finds about one- 
Aird of its 450 annual clients are small businesses. OCAM has discov- 
ved that improving manufacturing organization is often more important 
jan adopting high technology for many Ontario firms. The adoption of 
lvanced technology should be evolutionary, not revolutionary. OCAM 
sts 7 organizational steps to contemporary manufacturing success: 


| 
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eer gies 


1. simplify operations as much as possible; 

2. recognize your workers as the real production experts; 

3. emphasize quality control, so that quality becomes part of the pro- 
cess, not just the final product inspection; 

4. make a commitment to preventive maintenance on the shop floor; 

9. adopt Just-In-Time production methods; 

6. encourage continuous improvement in all aspects of production; 

7. use appropriate (not necessarily the latest) technology. 


ve Trade 


like true free trade, the bilateral treaty recently negotiated between 
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Canada and the U.S. (the Free Trade Agreement or FTA) leaves most 
legislation regarding tariffs in place. The treaty is to supersede this legis- 
lation in the arena of U.S.-Canadian trade; however, U.S. trade remedies © 
are left undisturbed. It remains to be seen how well the FTA’s non-bind- 
ing settlement procedures will function when disputes arise. 

Most reliable and repeated surveys find that 35-40% of small business 
owners believe the FTA will be good for their business, while 10% are 
opposed. The remainder believe that the FTA will have no effect on their 
business. 2 

Advantages of the FTA include: the general feeling of entre- 
preneurial optimism that accompanies a major change in the economic — 
climate; the opportunity for business expansion represented by the U.S ~ 
market: lower Canadian labour costs for the next few years; less stringen 
U.S. approval and labelling standards for products. 

On the downside, many firms which are content to service the 
domestic market may find themselves competing with cheaper American! 
products. Also, small companies may be hurt if their branch plant cus- 
tomers are closed down or repatriated. 


Government Assistance in Exporting and Procurement 


Two markets which are sometimes overlooked by new small businesses | 
are the export market and government purchasers. Research has showi 
that small firms which export and sell to governments grow faster and _| 
are more successful than similar firms which don’t. While both these 

markets can involve extra risks for you, the risks are balanced by the : 
larger potential markets. | 


Exporting 


When Canadian firms export, they almost always do so to the U.S. This | 
is partly because of convenience. Serving the U.S. market usually mean, 
little product modification. Additionally, the product instructions and | 
guarantees can be in English. All that is really needed is a marketing ar’ 
service network, and sometimes this can be handled from the Canadian’ 
base. \ 

Servicing Europe or the Orient is more difficult as it involves divers) 
cultures, distinct languages, and varying technical standards. As well, | 
traditional standards of design and functionality may be higher than in | 
the Canadian market, limiting the ready acceptance of Canadian prod- 
ucts. Finally, it is more difficult to service these markets from a Canadi) 
base and an indigenous marketing organization or agent are usually 
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BP ired: 

_ There are government programs in place to help you export your 
oods. These programs acquaint potential exporters with new markets 
and vice versa) and reduce the added risks involved with exporting. 
The Ontario Ministry of Industry, Trade and Technology (MITT) has 
comprehensive range of programmes to help Ontario small businesses 
xploit export opportunities. 

| Commercial Intelligence. MITT’s international marketing consultants 
) Ontario and in trade offices worldwide provide on-going information on 
ie latest export opportunities of interest to Ontario business and key 
ternational market data. 

| Export Education and Counselling. MITT’s exports consultants help 
)ou develop a marketing strategy, determine priority markets and identi- 
| resources required to carry out that strategy. They also provide specif- 
information on export procedures and regulations. Publications on all 
spects of exporting are available. 

| Contacts in the Export Marketplace. MITT organizes trade missions 
| foreign markets, participates in international trade shows, makes 
»pointments with local buyers, agents and distributors, and brings key 
sents, distributors or buyers from around the world to Ontario to meet 
ith Ontario business. 

| Export F inancing. Through the Ontario Development Corporation’s 
-aport Support Loan Programme, financing is available for export receiv- 
‘les. Through MITT’s Trade Expansion Fund, support is available for 
Jarketing costs, on a dollar for dollar basis, from $5,000 up to $15,000 
ver any 12-month period. The Export Manager for Hire programme 
(fers an employer 50% of the salary paid to a new export manager, to a 
aximum total contribution of $15,000. The International Marketing 
jtern Programme provides similar financial assistance to firms interest- 
( in hiring recent graduates to work in exporting. 

The best known federal programs are those offered through the 
ort Development Corporation (EDC). The EDC provides insurance, 
Fancing and guarantee services for exporters. The major program, 
\port Credit Insurance, guarantees 90% of foreign receivables, thus 
1lucing the uncertainties stemming from customer bankruptcy and 
(faults or interruptions due to currency controls or war. The EDC pro- 
les more than 20 types of export insurance to cover different export 
eds. The EDC can also supply credit reports on foreign buyers, export 
‘ins to finance up to 85% of the transaction for the buyer, and informa- 

N regarding other agencies which assist Canadian exporters. 


| Another agency, the Canadian Commercial Corporation (CCC), 
. 
/ 
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specializes in facilitating export sales by Canadian suppliers to foreign 
governments and agencies, such as the United Nations. The CCC can : 
assist you by simplifying the process, reducing paperwork and onerous - 
terms, and adding credibility in the eyes of the foreign buyer. 

A third source of help is the Department of External Affairs (DEA). 
DEA has trade officers in most embassies and consulates who can help 
you penetrate individual markets. DEA also sponsors trade shows, sell-_ 
ing trips and exhibits which introduce Canadian products and producers 
to foreign markets. DEA uses a computer database called WIN which ~ 
contains information on some 21,000 Canadian companies wishing to 
export. DEA’s Info Export group, which can be reached through a toll — 
free number (1-800-267-8376), provides answers and assistance to export 
questions and problems. | 


Government Purchases . 


THE PROCESS OF GOVERNMENT PROCUREMENT 


Purchases by all levels of government in Canada comprise 15% of the __ 
Gross Domestic Product. Servicing the needs of government agencies” 
can be an important source of growth for small businesses. It is impor- . 
tant for you to be aware of the agencies and processes used in govern- 
ment procurement. 

The most common methods of procurement are the direct purchase | 
from approved suppliers and the solicitation of bids from suppliers on an} 
approved list. Only the federal Department of Public Works uses public | 
announcements of open tenders to any great degree. This means that | 
your business must get itself listed to participate in government purchas| 
es. You can register your company on various supplier lists used by gov. 
ernments. The various levels of government publish documents to help | | 
businesses get their products or services listed. | 

Government purchasing policies may include, besides value for 
money, specific considerations such as Canadian content or regional 
expansion. The most common is the Canadian-preference policy, 
designed to penalize suppliers with high foreign content. The supplier 
estimates the non-Canadian content of the bid, and the bid is assessed a 
pricing penalty of up to 10% on the non-Canadian portion. 

The Ontario Government’s Industrial Development Review Process 
(IDRP) program is designed to foster development of business through } 
the procurement process. IDRP calls for a review of any purchases larg) F 
er than $250,000 with the intent of maximizing industrial development. | 
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DRP has not been widely applied and has had negligible impact on pur- 
hasing decisions in Ontario, probably because most government pur- 
hases are under $250,000. 

__ The Premier’s Council Report found that purchases were spread so 
ridely among Ontario business that no one firm acquired a base large 
nough to become a competitive, low-cost producer which could use its 
vanadian production as a springboard to becoming an international 
xporter. The Council recommended a strategic procurement plan to tar- 
et larger contracts aimed at businesses which have the resources and 
re poised to enter the world market. Such a program, if implemented, 
ill obviously have ramifications on small business suppliers. 

While it may be effective in some cases, professional lobbying is 
xpensive and often of questionable ethical value. It is generally not an 
otion for small business. However, there is value in having the products, 
*rvices and capabilities of your firm known to the members of the 
=partment or committee which evaluates bids and purchases, especially 
there is a large service or expertise component to the bid. 

You should do everything in your power to make sure that infor- 
ation flows smoothly between the procuring department and your firm. 
ae bids should be comprehensively filled out, clear, unambiguous, and 
llowed up by personal contact where possible. In the event of a losing 
d, you should investigate the reasons and causes in order to better plan 
sur next bid. 

_ Personal contact with the end user agencies and ministries helps to 
*ep the departments informed about your product or service and gives 
'u direct feedback about your prices, service and product quality and 
actionality. 

_ The federal government also sponsors procurement outlook confer- 
ces and supplier briefings to alert the business community to the 
coming needs of the government. 


ERCOMING BARRIERS TO PARTICIPATION 


ere are several barriers to the active participation of small businesses 
the government procurement process. 

| From the government’s point of view, dependability of supply is a 
jor consideration. This means that you must convince the buying 
ency that you are stable and have the necessary financial resources to 
nplete your commitments under the procurement agreement. This 
Inot be a problem if you are supplying a standard product out of your 
‘mal production run. However, if your firm is new or unknown, or if 
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the government contract comprises a significant share of your productio: 
run, failure to do this bridge-building during the bidding process may 
result in your being passed over even if you have the best price. 

From the small business point of view, the major barrier is the large 
amount of regulation and paperwork which may accompany the procure 
ment process. This results in higher costs of doing business. When cou 
pled with the government’s desire for economy, it can also result in con- 
tracts with a lower than normal gross margin - a dangerous situation for 
many small businesses. In addition, if the government contract is a sig- 
nificant portion of your company’s output, you must consider the effects 
of “lumpy” production runs and what would happen to your firm if it did 
not win a similar contract next year. 

Some costs, such as those incurred in developing and certifying con 
ponents to a military standard for the Department of National Defense, _ 
cannot be avoided. Other substantial upfront costs, such as the time | 
spent in preparing the design or bid itself, can generally be recovered if 
your firm wins the bid. However, if your firm loses the bid, then the cos 
must be absorbed internally. Even when a tender is won, paperwork mz 
drag out the process of payment beyond the norm for your industry, anc 
your firm will have to absorb the carrying costs involved with the implic, 
financing of receivables. 

To lower the cost of bidding and to maximize the chances of winnin| 
a bid, place yourself in the position of the persons who will be awarding | | 
the bid. Standard government forms should be used, properly and com} 
pletely filled out, to provide the government with the basic information } 
necessary to evaluate the bid. Additional material which highlights the) 
advantage of your product can also be attached, in order to set your bid 
apart from the rest. You will want your bid to stand out in terms of com} 
pleteness and professionalism as well as price, since price is seldom the 
only criteria used in selecting a bid. Pay careful attention to the informi| 
tion flow between your firm and the government, keeping your profile 
high and listening for clues to what the government really wants. 

It is important to understand the differences between the various 
types of government bids: RFQs (request for quote), RFPs (request fo 
proposal), and RFTs (request for tender) each require a different type © 
response from would-be suppliers. In particular, a request for proposal 
generally looking for some creative input and ideas in addition to the Sif 
cific requirements listed in the request. ) 

Finally, the procurement process of the federal government is cen-f 
tralized in the Department of Supply and Services and the Department 
Public Works, both located in Ottawa. The Ontario procurement proce 
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is decentralized in the various Ministries, parts of which are increasingly 
being dispersed to smaller regional Ontario centers. Thus, different 
approaches may be needed for the two levels of government. 


What About Growth? 


srowth is a two-edged sword for small business. Several chapters in this 
“eport deal with the problems, financial and managerial, that growth can 
ring. 

| Financial problems caused by growth are generally simple to under- 
stand - optimum rates of growth in sales and production almost always 
outstrip the ability of the firm to finance them from internally-generated 
ash flows. Ifa firm is solvent and well-run with good prospects, it will be 
‘ible to raise money from the sources mentioned in Chapter 8. However, 
/aising funds for expansion is much more difficult for a struggling firm. 
A large corporation may have several vice-presidents to handle vari- 
jus management tasks in the company; the typical small business has 
inly one or possibly two senior executives. Great demands are placed on 
‘he time and abilities of the owner - you. While you may be a terrific 
/ntrepreneur or engineer or salesperson, it is extremely unlikely that you 
“re good at all the functions that a small business requires, especially 
‘uring periods of rapid growth and transition to a larger firm. At this 
'oint, you may have to relinquish some personal control by hiring compe- 
_ent specialists in various fields and delegating managerial responsibility 
them. It is amazing how many entrepreneurs cannot manage this tran- 
ition without first driving the company to the brink of receivership. 

» The Ontario government is keenly interested in helping companies 
ichieve rapid growth. The continued growth and sophistication of the 
yenture capital market will help to address the financial problems 

wolved with growth. But the management problem, knowing when to 

it go and delegate, may not be so easily solved, although education can 
lelp. 

As we head into the 1990’s training is becoming increasingly impor- 
lint if small businesses are to flourish in the Ontario economy. Increased 
lobal competition means that success will depend on the ability to match 
ile quality standards and prices of international competitors. A well- 
ained, highly-skilled workforce will take you along way toward meet- 
g — or surpassing — the performance of competitors. 

i i Sophisticated technologies in the workplace require that your 
Mployees be trained to work with increasingly complex equipment. 
dughly one in ten jobs in Canada now depends on information technolo- 
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gy. Projections point to increased use of process technologies in manu- — 
facturing, particularly in areas of automated manufacturing and comput 
er-aided design. These new technologies are costly to install and need 

trained personnel who know how to service and use them. a 

In many instances, workers must now be trained in a broader range ~ 
of areas. Management skills and marketing expertise will be important — 
in all sectors. Analytical and interpersonal skills like team work, problem 
solving, conflict resolution and communication will be required — particu- 
larly in “people-oriented” service companies where employees are a : 
firm’s most valuable resource. : 

Small businesses have often hired employees who got their training 
in larger companies, but this may have to change. The rapid rate at which’ 
new technologies are introduced will require that such training be avail 
able on an ongoing basis even in the smallest firms. It is important that 
you adopt the practice of frequent training to meet your company’s vara 
skill needs. 

The provision of adequate and ongoing training is a particular chal 
lenge for the smaller employer, who typically lacks a well-developed train | 
ing infrastructure or specialized training personnel. The costs of training | 
put small business at a disadvantage relative to larger companies and for- 
eign-owned branch plants. It is important that you have access to outside | 
expertise to assist in the development of individualized training plans and: 
bring into reach the appropriate training programs. 


How tc Get Financing for Your Business | 


There are two types of financing which are generally available - equity 
and debt. i 
Equity is money advanced to the firm in return for a portion of the | 
ownership of the firm. The people who put equity capital into the firm | 
I 

| 

ie 


become partial owners of the firm and participate in any future profits 
(and losses). The advantage of equity funds is that they do not have to b) 
repaid, nor do they need to be serviced by regular interest payments. 
The disadvantage is that some of your ownership is given up. Owners 
participate in any upside growth in the firm but also assume the risk of 
business failure; thus, equity funds are considered to be a higher-risk 
investment. 

Debt is borrowed funds advanced to the firm in the expectation that ; 
they will be repaid, either at a given time (demand loan) or regularly ove} 
a given period. In return, interest is charged for the use of the money. 
You don’t surrender any ownership. However, in order to secure the 
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Eben, you and the firm will usually be asked to pledge collateral of an 
amount at least equal to the money advanced. If the loan is not repaid as 
|agreed, the collateral may be taken over by the lender to satisfy the obli- 
‘gation. 

___ Small businesses generally use a combination of both debt and equity 
ifunds when they start up. The equity capital often comes from the 
friends and family of the entrepreneur, while the borrowed funds are 
obtained from a chartered bank and are often secured by personal assets 
such as the family home. A third source of money is grants or loans avail- 
able from some levels of government. Not all small businesses choose to 
juse these funds, often because of the relatively small amounts of money 
available and the large amount of paperwork and regulation which 
accompanies some of these programs. Other sources of money are 
detailed in Chapter 8. 

) Owners invariably underestimate the time and expenses involved in 
\starting a new venture, and overestimate the revenues which they expect 
to generate. The result is that the company almost always faces a finan- 
cial shortfall sometime in its early existence which can put it into 
‘bankruptcy unless new emergency funds are found - and emergency 
junds are extremely hard to come by. This can even happen to business- 
2s which are selling everything they are producing. To allow for this, you 
|should raise more money than you think is needed in the initial round of 
inancing. This can form a strategic reserve against the many factors 
which can hurt a small business in its formative stages. 


— 


Jebt Financing 


Jebt financing for small business is handled mainly by the chartered 
yanks in Canada. Even government assistance programs are often 
‘idministered by the banks. Small business comprises about 25% of the 
dan portfolio of the chartered banks. : 

It is important to remember that bank money is not risk capital. 
3anks will want collateral and evidence of your personal financial stake in 
/he new enterprise. Your chances of success with the bank will be 
creased if your business plan is well-thought-out. Loans to small busi- 
Ss are not one-time events, but the first step of a long-term borrowing 
‘elationship, which must be nourished with timely information and trust. 
| In personal finances, many people eschew debt, but this may not be 
‘1€ wisest policy for businesses. Moderate amounts of leverage can 
/lerease the profitability of many businesses, and companies which don’t 
b leverage may not be able to grow as fast as those that do. 


If a bank refuses to lend you money, but your business plan is sound, 
there are several government programs which may help. The first is the 
Small Businesses Loans Act (SBLA), which is a federal program which — 
guarantees the bank 85% of the loan made to a business which meets the 
guidelines. This allows the banks to fund investments which are riskier — 
than the norm. The major restriction under the SBLA is that the money _ 
must go toward the improvement or acquisition of productive assets. It 
can’t be used for working capital or operating expenses. | 

Another source of funds is the Federal Business Development Bank » 
(FBDB), which has a mandate to develop Canadian business and spe- __ 
cializes in financing business projects which have been turned down by — 
banks. To allow for the larger risks involved, the FBDB charges higher | 
interest on its loans. (It also provides management services, seminars 
and training and can be a valuable resource for your business even if you | 
are not a loan client.) | 

There are several provincial programs administered by The Develop+ 
ment Corporations. With offices in all areas of the province, The Devel- | 
opment Corporations provide term loans, interest subsidies, and guaran- | 
tees to higher-risk enterprises. The New Ventures Program, which is ru 
by the Ontario Development Corporation, offers loan guarantees to start} 
up ventures. Interest only is payable during the first year of the loan. The} 
business is also required to complete a business review every 6 months : 
this requirement helps organize the affairs of those borrowers which | 
may not be following a business plan. | 


— 


Equity Financing 


The first equity financing often comes from family or friends who 
advance money to you in return for some stock in the company. Most 
start-ups never use a formal venture capital firm for equity funds. But as} 
your company grows, it may need access to funds available from the ors 
nized Canadian venture capital industry. | 
The Canadian venture capital industry is not as large as in the U.S., | 
but it is growing rapidly as more firms enter the market and large pen- | 
sion funds designate some of their resources toward venture funds. : 
Many entrepreneurs are reluctant to give up equity in their company} 
as they fear loss of control or profits. However, venture capital firms arey 
almost never interested in control, as they want you to run the company 
rather than themselves. And since the rate of growth of a well-funded } 
company can greatly exceed that of a cash-starved one, a venture invest? 
ment can result in higher profits for the owner as well. } 
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Venture capital firms are interested in selling out their investment in 
: 3-0 years, as most of their return is going to be in capital gains, not in divi- 
| dends. Thus, they are more likely to invest in firms which are in the 

{ high-growth stage, rather than in the start-up or mature phase. Because 
, of this, the various levels of government have been trying to provide seed 
/ money to fill the gap, so that venture capital funds will be available to 
start-up firms as well. 

Ontario’s Small Business Development Corporations program allows 
| private and corporate investors to set up a small business development 

| corporation (SBDC) which then invests in a small enterprise. Investors 
; get a cash grant or tax credit equal to 25% of their investment from the 

' government, and still participate as shareholders in the small enterprise’s 
growth. 

| The Ontario Employee Share Ownership Plan (ESOP) provides 

| grants to eligible employees purchasing shares of their employer corpo- 
| ration under an employee share ownership plan that has been registered 
' with the Ministry of Revenue. Employees purchasing shares under a 
registered plan may apply for a grant equal to 15% of the purchase price 

) of the shares to a maximum annual grant of $300. Allowing employees to 
1 own shares in your business can be very beneficial, not only because it 

» provides you with a source of extra equity capital but also because it rais- 
“es employee interest in the firm’s profit potential, which can lead to high- 
; er employee morale and a greater incentive to see the company succeed 
financially. 

Innovation Ontario, a sister corporation to ODC, helps to start new 
technology-based businesses by providing start-up investment. This 
‘investment can then either be repurchased by the firm over time (like 
repaying a loan) or divested through a sale of the shares to a third party, 
f depending on the terms negotiated between the company and Innovation 
Ontario, Innovation Ontario also provides technical, marketing and busi- 
‘ess assistance to its investments. 


9 


IP camment Assistance Programs 


Money is perhaps the most visible need of a small business, but it’s not 
‘necessarily the most critical. Even a well-funded company can fail under 
bad management. The importance of entrepreneurship to the economic 
; health of the country is widely recognised, and there are many govern- 
‘Ment programs aimed at educating and assisting those who have an inter- 
/*st in running their own business. 

There are many excellent books available in bookstores and libraries 


147 


which will guide you through the preparation of a business plan. 
Ontario’s Ministry of Industry, Trade and Technology (MITT) offers a 
seminar and publishes a book on How to Start a Small Business in 
Ontario which give practical information on business plans. The Federal 
Business Development Bank also offers a course on small business start 
up. 

Almost all Ontario universities have a small business consulting ser- 
vice which provides low-cost consulting services to small businesses. 
Two-thirds of these centres are open year-round, while the remainder are 
open during the summer months. 

Six Centres of Entrepreneurship at selected colleges and universities, 
though intended for academic work on entrepreneurship, also invite out | 
side experts to review business plans and advise rookie entrepreneurs. 

Self-Help Centres have been started in many communities to provide | 
a library of business material and an entry-level consultant to provide 
assistance to people planning a new venture. 

The provincial educational television network, TVOntario, runs a 
number of programs, such as the popular series Frontrunners, that focus | 
on starting and running your own business. Some programs can be 
taken for community college credit. The programs are repeated at vari 
ous time through the year. | 

Through its two Start Up programs, Youth Venture Capital and Stu: | 
dent Venture Capital, the Ontario Ministry of Skills Development offers 
| 


interest-free loans to young people with good business ideas. The pro- 
grams are operated in co-operation with The Royal Bank of Canada and _ 
the Ontario Chamber of Commerce through local chambers of com- 
merce. 

The Community Business Initiative (CBI) is a Federal Business 
Development Bank (FBDB) program which assists entrepreneurs and 
their enterprises to help themselves grow and prosper. The emphasis is | 
on practical learning that helps you make maximum use of resources an¢/ 
maximize your venture’s earnings. a4 

Operation Youth, a federal, non-profit corporation, runs an [ 
Entrepreneurship Development Program to help young people establish 
their own businesses. The program aims to provide young entrepreneut 
with business and managerial skills and a level of professional advice not 
otherwise available. It provides ongoing support during the critical first | 
years of operation through the following services: , 


e a3-day training session on starting and operating a small busines; 
° ongoing advice on every aspect of small business management fo) 
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3 years; 

¢ an information system on assistance programs available to 
entrepreneurs; | 

e a business collective that groups together a number of businesses 


to facilitate reduced overhead costs and yield the benefits gained 
from co-operation. 


young 


YMCA Youth Enterprise, a free service which assists young entre- 
preneurs in planning and starting their own businesses, is targeted to 18 
{0 30 year olds who are not employed full time. A 10-week training pro- 
lgram guides young people through the startup process, focusing on the 
2ssentials of bookkeeping, marketing, finance, and operations. F ollow-up 
onsulting assistance is also provided during the first year of operation. 
Po Training assistance geared to the particular needs of Ontario’s small 
Jusinesses is available through the Ministry of Skills Development. The 
Ministry’s Ontario Skills Development offices, located across the 
rovince in the Community Colleges of Applied Arts and Technology, will 
ssist you in identifying your training needs and drawing up detailed 
raining plans. 

The Ontario Skills Training Program, administered through the 
Jntario Skills Development Offices, provides financial subsidies to defray 
raining costs. A company with 200 or fewer employees can receive up to 
0% of direct training costs. 

Through the Apprenticeship program, you can provide valuable train- 
ig in the skilled trades by hiring trainees who then learn trades through 
combination of on-the -job training and formal study programs. The 
rades Updating program offers an opportunity for you to update the 
‘nowledge of your skilled tradespeople. The program is offered free of 
narge in the Community Colleges of Applied Arts and Technology, at 

1e workplace or by outside training agencies. 

__ Also provided at no cost to you is the Technicians and Technologists 
Kills Updating program, which emphasizes training in new and emerg- 
g technologies such as computer-aided design, technology manage- 
sent and communications technologies. 

| Under the Ontario Basic Skills in the Workplace Program, the Min- 
try of Skills Development will also fund up to 100% of training costs 

here you sponsor basic literacy and numeracy upgrading for employ- 

S. 

_ Through the Canadian Jobs Strategy, the federal government also 
ministers training programs of interest to small businesses. For exam- 
8, the Skill Shortages program offers you assistance to upgrade the 
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skills of your employees in federally-designated occupations of existing | 
potential skill shortages. The Skill Investment Program assists workers 
to obtain new skills in response to technological and economic change 
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Useful Addresses and 
Telephone Numbers for 


Further Information 


e For information on all MITT programs of assistance to small busi- 
ness, you can call the Small Business Toll-free Hotline: 
1-800-387-6142. 


MITT also sponsors seminars and issues several publications, 
including the one you are holding. Of particular interest to would- 
be entrepreneurs is the book How to Start a Small Business in 
Ontario, which has practical information on business plans, gov- 
ernment assistance and legislation affecting small business ven- 
tures. Contact: 


Publications Ontario 
880 Bay St. 
Toronto, Ontario M7A 1N8 


(416) 965-6015 
in area code (807), ask operator for Zenith 67200: 
in other area codes, 1-800-268-7540. 


To subscribe to Small Business Ontario, write to: 


Small Business Ontario 

7th Floor, Hearst Block 

900 Bay St. 

Queen’s Park 

Toronto, Ontario M7A 2E3. 


For information on the financial assistance programs offered by 
The Development Corporations, contact: 


oth Floor , 56 Wellesley St. West 


Toronto, Ontario M7A 2E7 
(416) 965-4622. 
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Information on Innovation Ontario may be obtained from: 


Innovation Ontario Corporation 
7th Floor, 56 Wellesley Street West 
Toronto, Ontario M7A 2E7 

(416) 963-5717. 


The Small Business Problem Solver series of pamphlets is avail 
able from your local branch of the Bank of Montreal. Other banke 
in your area may also have publications to assist you. : 


The Canadian Bankers’ Association publishes an excellent hand- : 
book entitled Financing A Small Business - Working With Your 
Bank. To receive a copy, write to: 


The Canadian Bankers’ Association 
Box 348, Suite 600, 

2 First Canadian Place, 

Toronto, Ontario M5X 1E1. 


Asummary booklet and other information is available on the 
SBDC program by writing to: 


Small Business Development Corporations Program 
Ministry of Revenue 

33 King St. West 

P.O. Box 625 

Oshawa, Ontario LIH 8H9. 


For information on the Employee Share Ownership Plan (ESOP), 
call collect (416) 430-ESOP. 


For information on the programs of the Federal Business Develop 
ment Bank, write: 


Federal Business Development Bank 
POSBO0x 300, 

Stock Exchange Tower Station 
Montreal, Quebec H4Z 114 

(514) 283-5904 

(416) 973-0062 


or call the local branch in your area. 


e For more information on Ontario’s export programmes, contact 
your local MITT office or call or write: 


International Marketing 
oth Floor, Hearst Block 
900 Bay Street 

Toronto, Ontario 

M7A 2F1 

(416) 963-2500 

Fax: (416) 965-7791 


The export trade information line at the federal Department of 
External Affairs can put you in touch with other federal agencies, 
such as the Export Development Corporation and the Canadian 
Commercial Corporation, as well as provide information on DEA 
programs such as WIN and Canadian trade promotions. Call Info 
Export: 1-800-267-8376; (613) 993-6435 in the Ottawa region. 


For information on the Small Business Consulting Centres at each 
Ontario university campus (except the University of Guelph), 
phone the Faculty of Business at your nearest university for advice 
on contacting your local centre. 


The locations of the 6 Centres of Entrepreneurship are: 


The Ryerson Centre of Entrepreneurship; 

The North Bay Centre of Entrepreneurship (Canadore College 
and Nipissing College); 

The Lakehead University/Confederation College Centre of 
Entrepreneurship; 

Enterprise York (at York University); 

The Eastern Ontario Centre of Entrepreneurship (at Queen’s Uni- 
versity, St. Lawrence College and Loyalist College); 

The Centennial College Centre of Entrepreneurship. 


For information on TVOntario courses, contact TVOntario at 1- 
800-268-6255. 


More information on the Start Up program - interest-free loans 


available through the Ministry of Skills Development for young 
people with good business ideas - is available from local chambers 


boo 


of commerce, branches of The Royal Bank, any high school, com- 
munity college or university placement centre in Ontario, or by 
calling the Youth Hotline at 1-800-387-0777. 


For information on the Community Business Initiative, contact the 
FBDB at (416) 973-1144. 


For information on Operation Youth, phone (416) 861-1812. 


e For information on YMCA Youth Enterprise, contact your local 
YMCA; in Toronto, phone 651-0010. 


e For information on OCAM, contact: 


Ontario Centre for Advanced Manufacturing 
190 Attwell Drive, Suite 402 

Rexdale, Ontario M9W 6H8 

(416) 675-4363. 


e You can get your product or service listed on the Ontario govern- 
ment’s centralized data base by filling out a Supplier Information 
Request Form, available from: 


Supplier Information Service 
6th Floor, Ferguson Block | 
Queen’s Park 
Toronto, Ontario M7A 1N3 
(416) 965-6937. 


fc 
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e Fora free copy of Ontario’s Public Sector Market, a book on how 
to do business with the Ontario government, call MITT’s Business! 
Development Branch at (416) 965-1809. ! 


e Information on all Ontario Ministry of Skills Development training 
programs and services is available through the toll-free Training { 
Hotline: 1-800-387-5656. . 
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Le guide du propriétaire 
de petite entreprise 


Jes rapports tels que La situation des petites entreprises en 1988 sont des- 


‘endances en Ontario 
oncurrence sur le plan mondial 


dans le monde du commerce, ou tout se fait de plus en plus a l’échelle 
1ondiale, les entités économiques telles que l'Ontario doivent vendre des 
jens et des services au reste du monde pour pouvoir prospérer. II faut 
onc que les compagnies aient des produits a exporter et les ressources 
ui leur permettent de le faire. Cependant, pour réussir dans le domaine 
e exportation, il faut vendre des produits moins chers et de meilleure 
ualité que ceux de ses concurrents qui, dans de nombreux cas, ont des 
ais d’exploitation bien inférieurs a ceux des compagnies canadiennes. 
insi, pour qu’une société soit concurrentielle sur le plan mondial, il faut 
Yelle soit sur le point de devenir une multinationale, ce qui n’est cer- 
inement pas le cas des petites entreprises. 

Parmi les multinationales, certaines prennent de l’expansion, et 
autres regressent. De nombreuses multinationales canadiennes 
Squent d’étre dépassées par des concurrents qui vendent leurs produits 
oins cher. LOntario a besoin d’entreprises qui fabriquent des produits 
mt la qualité ou le rendement justifie un prix plus élevé par rapport aux 
‘oduits de leurs concurrents de l’étranger. Le rapport du Conseil du 
emier ministre, publié récemment, a identifié les entreprises qui 
vraient recevoir un appui particulier du gouvernement, c’est-a-dire les 
reprises moyennes a croissance rapide, qui pourront devenir des 
ultinationales si elles réussissent a faire beaucoup d’exportations. 

Si les recommandations du Conseil du premier ministre sont mises 

oeuvre par le gouvernement, il est possible que ce dernier accorde 
1s d’aide aux entreprises moyennes en pleine croissance qu’aux petites 
‘reprises. D’autre part, les petites entreprises qui connaissent une 


croissance importante dans des secteurs a forte valeur ajoutee recevront 
plus d’aide du gouvernement que les autres. 

Par ailleurs, il peut étre utile pour les entrepreneurs de bien réfléchil 
au secteur d’activité de leur nouvelle entreprise. I] arrive souvent qu'un — 
entrepreneur se lance simplement dans le domaine qui l’intéresse, mais 
dans le cadre d’une réflexion approfondie, il peut se poser les questions ~ 
suivantes : 


2 Est-ce que je veux que ma compagnie prenne beaucoup d’expan- 
sion? | 

0 Mes produits pourraient-ils étre vendus sur le marche internatio- 
nal, ou au moins sur le marché americain? 

° Suis-je prét a surmonter les problemes qui accompagneraient la 
réussite de ma compagnie? 

° Puis-je dire quels sont les secteurs d’activité qui font ’objet d’une — 
aide accrue de la part du gouvernement? 


Si vous pouvez répondre a toutes ces questions par l’affirmative, vous 
pourriez choisir un domaine d’activité appuyé par le gouvernement. 
Votre compagnie se trouverait dés le départ dans une situation favorable, 
et elle ferait objet d’un intérét et d’un appui soutenus de la part du SOU » 
vernement. 


La technologie 


La deuxiéme tendance qui touche les compagnies ontariennes concerne | 
la technologie (traitée en détail au chapitre 5). Les produits et les metho, 
des de production de pointe prendront de plus en plus d’importance en 
Ontario dans l’avenir. 

Le marché des produits de pointe est un secteur en pleine crois- 
sance, tant chez les consommateurs que chez les clients industriels. Ces 
produits peuvent étre vendus plus cher que les produits traditionnels, et) 
font objet d’une concurrence moins forte de la part des pays en voie | 
d’industrialisation. La production locale est trés prisée par les planifica- | 
teurs ontariens; les petites entreprises qui se spécialisent dans les pro- 
duits de pointe peuvent s’attendre a recevoir un bon appui financier du 
gouvernement, et a avoir accés a d’autres sources de financement, notan) 
ment le capital de risque. | 

Les méthodes de production de pointe font notamment appel a la 
robotique, aux machines commandées par ordinateur, a la conception 
assistée par ordinateur (CAO), ala manutention automatisée et aux 
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nateriaux de construction de pointe. Ces méthodes ont en commun 
utilisation de l’informatique. Comme lordinateur peut effectuer avec 


2 quelques jours a quelques minutes, les periodes de production pour- 
pnt étre beaucoup plus courtes. Il sera donc possible de réaliser des 
ponomies sur le plan des matériaux et des stocks de produits finis. De 
‘éme, comme la production correspondra mieux aux ventes, la compa- 
jie €pargnera. 

La technologie est particulierement importante pour un petit pays 
omme le Canada, dont les marchés sont restreints et qui doit entrer en 
ncurrence avec les Etats-Unis et le J apon, qui peuvent se permettre de 
ingues periodes de production et des chaines de production spécia- 
Jees. La souplesse accrue qu’offrent ces nouvelles techniques permet 
ime aux petites entreprises de soutenir la concurrence. 

Les propriétaires de petites entreprises peuvent obtenir de l’aide 

ims ce domaine. Ils peuvent visiter des usines oti l’on utilise ces tech- 
[jues, se servir d’installations du gouvernement provincial, telles que 
centres de technologie et la Fondation de recherches de l'Ontario, 
‘ur prendre des décisions sur des questions qui ne leur sont pas fami- 
res, et suivre des cours de formation offerts par des colléges commu- 
lutaires. Des organismes fédéraux tels que le Conseil national de 
rherches (CNRC) ont intensifié leur collaboration avec l'industrie et 
bresentent une source d’aide valable a laquelle on peut puiser. 

| Le Programme d’aide a la recherche industrielle (PARI) du Conseil 
/ional de recherches vise a faciliter le transfert des technologies aux 
lustries canadiennes. Le service de consultation régionale, élement le 
|S visible de ce programme, est assuré en Ontario par 44 conseillers 
vaillant dans divers établissements de la province, notamment le 

) RC, la Fondation de recherches de Ontario, des universités, des col- 
res et le Centre de technologie de fabrication avancée de l'Ontario. 
aque conseiller fait profiter une clientéle d’environ 120 petites et 
yennes entreprises de son expérience industrielle. Les conseillers tra- 
‘lent souvent en collaboration avec les responsables du développement 
ustriel du MICT; ils assurent l’orientation technique, et le personnel 
Ministere s’occupe de la commercialisation et de la gestion. 

Le Centre de technologie de fabrication avancée de l'Ontario 

FAO), qui joue le réle de conseiller auprés des sociétés ontariennes, 
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compte parmi sa clientéle 450 compagnies, dont le tiers sont de petites 
entreprises. Le CTFAO a constaté que pour de nombreuses compagnies 
ontariennes, il est plus important d’améliorer l’organisation de la produe- 
tion que d’adopter des techniques de pointe. La mise en place de ces 
techniques devrait faire partie de l’évolution de la compagnie, et ne pas 
donner lieu a des bouleversements. Le CTFAO a divisé l’organisation 
moderne de la production en sept etapes : 


1. Simplifier au maximum les activites; 

2. Reconnaitre que les travailleurs constituent les véritables experts 

sur le plan de la production; 

2 Mettre l’accent sur le contréle de la qualité, pour que celle-ci fasse 
partie intégrante de l’ensemble de la production et non seulement 
de la vérification du produit final; | 

_ Effectuer de l’entretien préventif en usine; 

. Adopter des méthodes de production au moment adéquat; 

_ Favoriser l’amélioration continuelle de la production; 

_ Utiliser des techniques appropriées (pas nécessairement les plus | 
récentes). : 


NID Oe 


Le libre-echange 


Contrairement a ce que serait un véritable libre- échange, le traité 
bilatéral négocié récemment par le Canada et les Etats-Unis (Accord de 
libre-échange ou ALE) ne modifie pas la plus grande partie de la législa- 
tion relative aux droits de douane. Le traité est censé avoir preseance st 
cette législation en ce qui concerne le commerce entre les Etats-Unis et | 
le Canada; cependant, les mesures commerciales auxquelles les Etats- | 
Unis pouvaient avoir recours ont été laissées en place. Lefficacité de la | | 
procédure de réglement non obligatoire prévue dans l’ALE reste a vérifi! 
er. | 
Selon de nombreux sondages fiables, de 35 a 40 pour 100 des prow 
priétaires de petites entreprises croient que l ALE aura des effets positif! 
sur leur entreprise, alors que 10 pour 100 y sont profondément opposés.| 
Le reste considére que l’ALE n’aura aucune incidence sur leur entrepris| 
Parmi les avantages de l’ALE, on reléve le sentiment général d’ opti- 
misme qui accompagne tout changement majeur de la situation | 
économique, les possibilités d’expansion que présente l’acces aux 
marchés américains, des frais de main-d’oeuvre inférieurs au Canada 
pour les quelques prochaines années, ainsi que les normes d’approbatic 
et d’étiquetage des produits moins strictes aux Etats-Unis. 
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Par contre, les nombreuses compagnies qui se contentent d’approvi- 
ionner le marché intérieur pourraient se trouver en concurrence avec 
‘es compagnies américaines dont les produits sont moins chers, et les 
etites entreprises pourraient étre touchées par la fermeture ou le rapa- 
‘iement des filiales qui font partie de leur clientele. 


‘aide gouvernementale a l’exportation et 
approvisionnement du secteur public 


es nouvelles petites entreprises negligent souvent les marchés d’expor- 
tion et la clientéle du secteur public. Des recherches ont permis de 
=montrer que les petites entreprises qui font de l’exportation et qui 
sndent leurs produits au secteur public connaissent une croissance plus 
pide et réussissent mieux que celles qui ne le font pas. Limportance de 


’s deux marchés compense les risques que ces derniers présentent 
our les petites entreprises. 


xportation 


i plupart des entreprises canadiennes qui font de l’exportation ont pour 
larche cible les Etats-Unis. Cela est en partie attribuable a des raisons 
jatiques. Ainsi, il n’y a que peu de modifications a apporter aux produits, 
‘les modes d’emploi et garanties peuvent étre réedigés en anglais. Tout 
| qu il faut faire, c’est établir un réseau de commercialisation et de ser- 
ie, ce dont peut s’occuper parfois le siege social canadien. 

_ Tlest plus difficile d’approvisionner l'Europe ou I’Asie, en raisou des 
ferences sur les plans culturel, linguistique et technique. Par ailleurs, 
) normes traditionnelles de conception et de fonctionnement peuvent 
/e plus strictes sur ces marchés qu’au Canada, ce qui empéche I’accep- 
40n rapide des produits canadiens. Enfin, il est plus difficile de servir 


| Certains programmes gouvernementaux sont destinés aux petites 
‘reprises qui font de l’exportation. Ces programmes informent les 
portateurs eventuels de l’existence de nouveaux marchés (et vice 
Sa) et permettent de réduire les risques associés a exportation. 

Le ministere de l’Industrie, du Commerce et de la Technologie de 
‘Atario (MICT) offre une vaste gamme de programmes aux petites 
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sfeprises ontariennes pour les aider a saisir les débouchés qui existent 
| ‘tranger. 


Information commerciale : Les spécialistes en commerce internatio- 
nal du ministére, en Ontario et a l’étranger au sein des délégations com- 
merciales, constituent une source d’information permanente sur les nou- 
veaux débouchés a l’exportation susceptibles d’intéresser les entreprisg 
ontariennes et sur les marchés internationaux. | 

Formation et conseils en exportation : Les spécialistes de Vexportatill 
du ministere vous aident a élaborer votre stratégie commerciale, a choisii 
vos marchés par ordre de priorité et a trouver les ressources necessaires. 
Ils connaissent en détail les procédures et la réglementation en vigueur, _ 
En plus, le ministére publie des brochures sur tous les aspects de l’expor. 
tation. : 
Contacts dans le milieu de l’exportation : Le MICT envoie des delega- 
tions commerciales a l’étranger, participe aux salons internationaux, ren- 
contre des acheteurs, agents et distributeurs locaux et invite des person- 
nalités importantes de l’exportation, un peu partout dans le monde, a 
venir rencontrer les entrepreneurs ontariens. 

Financement des exportations : La Société de développement de ) 
Ontario aide les entreprises a financer leurs comptes-clients a l’exporta:| 
tion par l’intermédiaire de son Programme de prét et d’aide a l'exporta- | 
tion. Il y a également le Fonds de développement du commerce extériet| 
du MICT, qui rembourse entre 5 000 $ et 15 000 $ des coats de commer) 
cialisation sur une période de 12 mois. Dans le cadre du Programme | 
d’embauche de directeur d’exportation, le ministere verse a l’employeur 
la moitié du salaire du nouveau directeur d’exportation, jusqu’a concur } 
rence de 15 000 $. Le Programme d’embauche de stagiaires en com- | 
merce international offre le méme genre de financement aux entreprise 
désireuses de donner aux jeunes diplomés une formation dans le 
domaine de l’exportation. 

Les programmes fédéraux les plus connus sont offerts par l’entre- 
mise de la Société pour l’expansion des exportations (SEE). La SEE fou| 
nit des services d’assurance, de financement et de garantie aux exporta’ 
teurs. Son principal programme, l’assurance des crédits a l’exportation.) 
garantit 90 pour 100 des comptes-clients étrangers, ce qui compense 
Vincertitude relative a la possibilité de faillite du client, ou de défaut ou } 
d’interruption de paiement, en raison de restrictions touchant les devist) 
ou d’un conflit armé. La SEE vend plus de 20 types d’assurance export) 
tion qui varient selon les besoins. En outre, elle fournit des rapports su i 
la solvabilité des acheteurs étrangers, offre des préts a l’exportation sel/ 
vant a financer jusqu’a 85 pour 100 des achats effectués par les clients | 
étrangers, et donne des renseignements concernant d’autres organism) 
qui peuvent aider les exportateurs canadiens. 
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Un autre organisme, la Corporation commerciale canadienne (CCC), 
acilite les exportations de fournisseurs canadiens destinées a des gou- 
ernements et a des organismes étrangers, tels que les Nations Unies. 

a CCC peut aider les petites entreprises 4 simplifier leurs activités 
“exportation en réduisant leur cotit, ce qui leur donne de la crédibilité 
ux yeux des acheteurs étrangers. 

Le ministere des Affaires extérieures (MAE) constitue une troisiéme 
ource d’aide. Dans la plupart des ambassades et consulats du Canada, 

» MAE emploie des agents commerciaux qui peuvent aider les petites 
iatreprises a s'infiltrer dans certains marchés. En outre, le ministére par- 
nine des foires et des missions commerciales ainsi que des expositions 
ui permettent de présenter les produits et les producteurs canadiens 

lx marches étrangers. Le MAE utilise une base de données informa- 
que appelée WIN qui contient des renseignements sur quelque 21 000 
pmpagnies canadiennes voulant faire de exportation. Le service Info 
xport du MAE, qui offre des renseignements et de l'aide aux exporta- 
/urs, peut étre rejoint sans frais au numéro 1-800-267-8376. 


chats effectués par le secteur public 
[APPROVISIONNEMENT DU SECTEUR PUBLIC 


?s achats effectués par tous les échelons de gouvernement au Canada 
iprésentent 15 pour 100 du produit national brut. En répondant aux 
soins des organismes gouvernementaux, les petites entreprises peu- 
int croitre. fl est donc important de connaitre ces organismes ainsi que 
ls procédés qui gouvernent Papprovisionnement du secteur public. 

Les méthodes d’approvisionnement les plus courantes sont I’achat 
ect aupres de fournisseurs autorisés et les appels d’offres commu- 
Hjues a des fournisseurs figurant sur une liste approuvée. Seul le mi- 
stére fédéral des Travaux publics a recours réguliérement aux appels 
offres ouverts qu’il rend publics. Cela signifie qu’une entreprise doit 
lurer sur une liste pour étre fournisseur du gouvernement. Les 
itreprises peuvent se faire inscrire sur différentes listes; les échelons de 
pFuvernement publient des documents visant a aider les entreprises a 

ire inscrire leurs produits ou leurs services. 

Outre la recherche d’un bon rapport qualité-prix, les politiques 

/chat des gouvernements peuvent comprendre des exigences précises 

; ‘tant, entre autres, sur le contenu canadien ou le développement 
ional. Selon l’exigence la plus courante, les fournisseurs dont les pro- 
ts ont un contenu étranger élevé sont pénalisés. Les fournisseurs sont 
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tenus d’évaluer le contenu non canadien de leur offre, et celle-ci se voit 
imposer une pénalité maximum de 10 pour 100 du prix correspondant a 
ce contenu. 

Le Processus d’examen du développement industriel (PEDI) du gou- 
vernement de l'Ontario vise a utiliser les achats du gouvernement pour 
favoriser le développement des entreprises. Ce programme comporte 
examen de tous les achats d’un montant supérieur a 250 000 $ dans le 
but d’encourager le développement industriel. Le PEDI n’a pas ete 
appliqué a l’échelle du gouvernement, et il a eu une incidence négligeable 
sur les décisions d’achat, sans doute parce que la plupart de ces achats 
mettaient en jeu une somme inférieure a 250 000 S. 

Selon le rapport du Conseil du premier ministre, les achats sont si 
bien répartis parmi les fournisseurs ontariens qu’aucune compagnie n’a 
pu obtenir une clientéle suffisante pour devenir concurrentielle et fabri- 
quer des produits a bas prix de maniere a se servir de sa production cana 
dienne comme tremplin pour devenir exportateur. Le Conseil a recom- 
mandé l’adoption d’un plan stratégique d’approvisionnement visant a 
accorder des contrats importants aux entreprises qui ont les ressources 
et la volonté nécessaires pour s'infiltrer sur les marchés mondiaux. Un 
tel plan aurait évidemment des répercussions sur les petites entreprises 
qui sont fournisseurs du gouvernement. 

Bien qu'il soit efficace dans certains cas, le lobbying est couteux et 
constitue souvent une activité moralement douteuse. En général, les 
petites entreprises n’y ont pas recours. Cependant, il est utile de faire 
connaitre les produits, les services et les capacités de son entreprise aux 
responsables du ministére ou du comité qui évaluent les achats et les 
soumissions, particuli¢rement si une bonne partie du montant de la 
soumission s’applique a des services ou a l’apport de connaissances spe 
cialisées. 

Les entrepreneurs devraient faire tout en leur pouvoir pour s‘assurel 
que la communication est bonne entre le ministere client et leur compar | 
genie. Les soumissions doivent étre completes, claires et sans ambiguite, 
et le suivi doit étre assuré personnellement si possible. Si la soumission 
est rejetée, il faut déterminer pourquoi afin de mieux planifier sa 
prochaine soumission. 

Il est utile d’entretenir des rapports personnels avec les organismes | 
et les ministéres clients pour les tenir informés au sujet des produits et | 
des services de l’entreprise et pour obtenir rapidement des impressions | 
sur les prix, les services ainsi que la qualité et l’utilité de ses produits. 

En outre, le gouvernement fédéral organise des conférences sur la 
situation de l’approvisionnement ainsi que des séances d’information 
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dour les fournisseurs dans le but d’informer le monde des affaires de ses 
yesoins futurs. 


ES OBSTACLES A LA PARTICIPATION 


-lusieurs obstacles s’opposent a la participation active des petites 
mntreprises au processus d’approvisionnement du gouvernement. 

Du point de vue du gouvernement, la fiabilité du fournisseur cons- 
itue un facteur important. II] faut donc convaincre lorganisme acheteur 
jue son entreprise est stable et qu’elle dispose de ressources financiéres 
uffisantes pour respecter ses engagements en vertu de Yentente d’appro- 
isionnement. Cela ne posera pas de problemes si l’entente porte sur un 
roduit standard qui fait partie de la production normale de Ja compa- 
nie. Cependant, si l’entreprise est nouvelle ou inconnue, ou si le contrat 
orte sur une partie importante de sa production, le fait de ne pas établir 
€rapports avec les organismes clients au cours du processus d’appel 
‘offres peut entrainer le rejet de la soumission, méme si le prix demandé 
st le plus bas. 

Du point de vue des petites entreprises, l’obstacle le plus important 
st la réglementation et la paperasserie qui accompagnent le processus 
‘approvisionnement et qui font augmenter les frais d’exploitation. 

‘comme le gouvernement cherche également a réaliser des économies, 

$ contrats peuvent donner lieu a une marge brute plus faible que la nor- 
iale, ce qui constitue une situation dangereuse pour de nombreuses 
atites entreprises. En outre, si le contrat offert par le gouvernement 

wrte sur une partie importante de la production de la compagnie, il faut 
aisager les effets d’une production en dents de scie et déterminer ce 

ii arriverait a l’entreprise si elle ne décrochait pas un contrat semblable 
mnée suivante. 

| Certains frais, tels que ceux engagés pour la conception et la certifi- 
tion de composantes selon une norme militaire pour le ministére de la 
‘efense nationale, sont inévitables. D’autres dépenses immédiates 
lportantes, comme le temps consacré a la préparation du produit ou de 
soumission elle-méme, peuvent étre généralement récupérées si 
ntreprise décroche le contrat. Cependant, si la soumission est refusée, 
'S frais doivent étre absorbés. Méme si l’entreprise décroche le contrat, 
's Complexités administratives peuvent retarder les paiements pendant 
'€ période plus longue que la normale, et l’entreprise devra absorber les 
‘is financiers associés au financement théorique des comptes-clients. 

|| Pour réduire le cotit de la soumission et améliorer les chances qu’elle 
‘tacceptée, il faut se mettre a la place des personnes qui auront a 


163 


accorder le contrat. On doit ainsi utiliser les formulaires standard du 
gouvernement et les remplir correctement et completement, pour fournit 
au gouvernement les renseignements de base qui lui sont nécessaires 
pour évaluer la soumission. On peut également joindre des documents 
qui soulignent les avantages du produit, afin de distinguer la soumission 
des autres. La soumission devra se distinguer non seulement par le prix, 
mais également par son exhaustivité et son professionnalisme, car le prix 
constitue rarement le seul critére sur lequel se fonde l’attribution d’un 
contrat. Une attention particuliére doit étre portée a la communication 
entre l’entreprise et le gouvernement; l’entrepreneur doit se faire con- 
naitre et chercher a savoir ce dont le gouvernement a vraiment besoin. 

{l est important de comprendre la différence entre les divers types de 
demandes d’offres du gouvernement : les demandes de prix, les deman- 
des de propositions et les appels d’offres, qui peuvent donner lieu a des 
soumissions différentes. Par exemple, une demande de proposition 
nécessite généralement une offre et des idées originales en plus du 
respect des exigences précises énumérées dans la demande. 

Enfin, le processus d’approvisionnement du gouvernement fédéral 
est centralisé au ministére des Approvisionnements et Services et au mi- 
nistere des Travaux publics, situés a Ottawa. Celui de Ontario est 
décentralisé; il releve des différents ministéres, et est de plus en plus 
réparti a ’échelon régional. Ainsi, la vente aux deux paliers de gouverne 
ment peut nécessiter des approches differentes. 


La croissance des petites entreprises | 


Pour les petites entreprises, la croissance constitue une arme a deux trat 
chants. Plusieurs chapitres du présent rapport traitent des problemes 
qu’elle peut poser sur les plans des finances et de la gestion. 

Les problemes financiers causés par la croissance sont généralemen| 
faciles a comprendre : ainsi, le taux optimal de croissance des ventes et | } 
de la production dépasse presque toujours la capacité de Pentreprise de. 
les financer par des mouvements internes de trésorerie. Si l’entreprise — 
est solvable, qu’elle est bien gérée et que son avenir est prometteur, elle. 
pourra réunir des sommes suffisantes provenant des sources mention- 
nées au chapitre 8. Cependant, il est beaucoup plus difficile pour 
lentreprise en difficulté de trouver de l’argent pour prendre de rexpaa f 
sion. 


] 


Dans une grande société, la gestion peut étre confiée a plusieurs vic 
présidents; cependant, la plupart des petites entreprises ne comptent 
qu’un ou deux cadres supérieurs. Le propriétaire, quant a lui, doit con- 
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sacrer beaucoup de son temps et de ses capacités a diriger son 
entreprise. Il est possible qu’il soit un entrepreneur, un ingénieur ou un 
vendeur fantastique, mais il est trés peu probable qu'il puisse tout faire, 
yar ticulierement pendant les périodes de forte croissance et d’expansion. 
Jans cette situation, le propriétaire peut se voir forcé de déléguer des 
ouvoirs de direction a des spécialistes de différents domaines. II est 
»tonnant de constater le nombre d’entrepreneurs qui attendent d’arriver 
lu seuil de la faillite avant de s’y résoudre. 

Le gouvernement de l'Ontario est trés intéressé a aider les compa- 
mies a connaitre une croissance rapide. L’essor et le développement 
ontinus du marché du capital de risque aideront a regler les problemes 
Manciers associés a la croissance. Cependant, le probléme de la gestion, 
est-a-dire celui qui consiste a décider du moment ou il faut accepter de 
éléguer des pouvoirs, n’est pas aussi facile 4 résoudre, bien qu’on puisse 
arriver par l'éducation. 

A Taube des années 1990, la formation professionnelle joue un role 
e plus en plus important dans l’essor des petites entreprises ontari- 
ones. La concurrence internationale devenant de plus en plus forte, la 
sussite d’une entreprise dépend de sa capacité a appliquer les mémes 
ormes de qualité et a offrir les mémes prix que ses concurrents 
‘rangers. Pour égaler, voire surpasser leur performance, il lui est essen- 
fel de disposer d’une main-d’oeuvre bien formée et hautement qualifiée. 
La complexité croissante des nouvelles techniques utilisées au tra- 
ul, et donc de l’équipement, suppose un personnel compétent. Au Cana- 
i, linformatique touche environ un emploi sur dix et, dapres les projec- 
ms, les technologies de systéme dans l’industrie manufacturiere, en 
urticulier dans les activités de fabrication automatisées et la conception 
‘sistée par ordinateur, vont jouer un réle de plus en plus important. 
2pendant, ces nouvelles techniques sont cotiteuses a mettre en place, et 
‘Matériel doit étre entretenu et utilisé par des spécialistes. 
| Les employés doivent souvent étre formés dans divers domaines. Ils 
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vent avoir, dans tous les cas, des connaissances en gestion et en mar- 
iting. Le sens de l’analyse et l’entregent sont indispensables au travail 
( €quipe, a la résolution des problémes et des conflits et a la communi- 
(tion, surtout dans les entreprises de services ou I’accent est mis sur la 
Irsonne et ou, par conséquent, les employés constituent le plus grand 
ut de l’employeur. 

Les petites entreprises ont l’habitude d’engager des employés qui ont 
‘formés dans de grandes compagnies, mais cette pratique devra proba- 
“ment cesser. Avec l’essor de l’informatisation, méme les plus petites 


weprises devront assurer le perfectionnement de leurs employés. I] 
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est indispensable d’organiser fréequemment des cours de perfection- 
nement professionnel afin de répondre aux besoins variés de lentreprise. 

Or, pour ces employeurs, qui n’ont en général ni de véritables struc- 
tures de formation, ni d’agents de formation, il est particulierement diffi- 
cile d’offrir régulicrement des cours de formation adéquats, sans oublier 
que le cotit d’un tel programme les met, en plus, dans une position désa- 
vantageuse face aux grandes entreprises et aux entreprises étrangeres. II 
est donc important que ces employeurs puissent avoir recours a des spe 
cialistes de l’extérieur qui les aideront a préparer des programmes de for- 
mation individualisés et a les mettre en oeuvre. 


Le financement des entreprises 


Deux types de financement sont possibles : le financement par actions et. 
le financement par emprunt. | 

Dans le cadre du financement par actions, des sommes sont avancée: 
en retour d’une participation dans l’entreprise. Les personnes qui 
versent du capital de risque dans l’entreprise deviennent coproprietaires 
de celle-ci et participent aux profits (et aux pertes) futurs. Le capital de 
risque présente l’avantage qu’il n’a pas a étre remboursé, et qu’ll ne fait 
pas l’objet de paiements réguliers d’intéréts. Il faut par contre renoncer é 
une partie de la propriété de l’entreprise. Les propriétaires profitent de | 
croissance de l’entreprise, mais assument également les risques d’échec: 
c’est pour cela que l’argent qu’ils investissent est désigné sous le nom de 
capital de risque. 

Dans le cadre du financement par emprunt, des sommes sont | 
avancées a l’entreprise a la condition qu’elles soient remboursées, soit a | 
un moment déterminé (prét remboursable sur demande), soit réguliére- 
ment sur une certaine période. En retour, des intéréts sont imposes. | 
L’entrepreneur demeure le seul propriétaire de l’entreprise; cependant, | 
pour garantir le prét, lui et son entreprise devront habituellement donne, 
en garantie des biens d’une valeur au moins égale aux sommes avandia 


Si le prét n’est pas remboursé comme convenu, ces biens peuvent etre 
confisqués par le préteur a titre de compensation. 

Les petites entreprises font généralement appel a la fois au finance 
ment par emprunt et au financement par actions. Le capital de risque 
provient souvent d’amis et de membres de la famille de l’entrepreneur, ¢ 
les emprunts sont contractés aupres de banques a charte et souvent | 
garantis par des biens personnels, tels que la maison familiale. Les petit | 
entreprises peuvent également faire appel a une troisieme source de 
financement, c’est-a-dire les préts et les subventions que leur offrent les 
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différents échelons de gouvernement. Cette derniére source n’est pas 
exploitée par toutes les petites entreprises, souvent en raison des 
sommes d’argent relativement peu élevées qu’elles pourraient obtenir et 
icause de la paperasserie et de la réglementation qui accompagnent cer- 
jains programmes d’aide. D’autres sources de financement sont abor- 
lees au chapitre 8. 

| Les entrepreneurs sous-estiment invariablement le temps et les 
lépenses nécessaires pour financer leur entreprise et surestiment les 
revenus qu'ils en tireront. Ainsi, peu aprés son établissement, la compa- 
mie se trouve presque toujours aux prises avec des problemes financiers 
{ui peuvent la mener a la faillite 4 moins qu’elle n’ait accés a du finance- 
‘nent d’urgence, ce qui est extreémement rare. Ce probléme peut frapper 
néme les entreprises qui écoulent toute leur production. Pour éviter 
ette situation, il faut recueillir des sommes plus élevées que ce qui sem- 
le nécessaire pour le démarrage. Ces sommes pourront servir de 
eserve stratégique qui permettra a la petite entreprise de surmonter les 


ombreuses difficultés qui peuvent survenir au début de son développe- 
nent. 


é financement par emprunt 


e financement par emprunt des petites entreprises est assuré principale- 
1ent par les banques a charte canadiennes. Méme les programmes 
|aide gouvernementaux sont souvent gérés par les banques. Les petites 
ntreprises représentent environ 25 pour 100 du portefeuille de préts des 
anques a charte. 

Il ne faut pas oublier que les sommes prétées par les banques ne 
dnstituent pas du capital de risque. Les banques exigeront des garanties 
“une preuve de l’engagement financier du propriétaire dans l’entreprise. 
elui-ci aura donc plus de chances d’obtenir un prét si son projet 
entreprise est bien fait. La négociation d’un prét ne constitue d’ailleurs 
de le début de rapports a long terme concernant le financement de 
yntreprise, qui doivent étre entretenus par l’échange de renseignements 
_un sentiment de confiance mutuelle. 

_ Dans leurs finances personnelles, bien des gens evitent de s’endetter, 
ais pour les entreprises, ce n’est peut-étre pas la meilleure chose a faire. 
effet, beaucoup d’entreprises pourraient devenir plus rentables si 

les avaient recours a un certain levier financier. Les compagnies qui 
‘mpruntent pas connaitront peut-étre une croissance plus lente ‘que les 
tres. 


Les entrepreneurs qui ont élaboré un projet d’entreprise valable mais 
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qui se sont vu refuser un prét bancaire peuvent recourir a différents pro- 
grammes gouvernementaux. Par exemple, un programme fédéral etabli 
dans le cadre de la Loi sur les préts aux petites entreprises (LPPE) garan- 
tit 85 pour 100 du prét contracté par une entreprise qui répond a certains 
critéres. Cela permet aux banques de financer des investissements qui 
présentent plus de risques que la moyenne. La restriction la plus impor 
tante de ce programme est que les sommes accordées doivent servir a 
l'amélioration ou a l’acquisition de biens servant a la production, et non a 
augmenter le fonds de roulement ou a financer les depenses d’exploita- 
tion. 

La Banque fédérale de développement (BFD), dont le mandat est de 
favoriser le développement des entreprises canadiennes et qui se speé- 
cialise dans le financement de projets de lancement d’entreprise qui ont 
été refusés par les banques, constitue une autre source de financement. 
Pour compenser les risques élevés, la BFD exige des taux d’interét 
supérieurs. (En outre, elle fournit des services et de la formation en ges- 
tion et organise des séminaires, et peut étre tres utile a votre entreprise, 
méme si vous n’étes pas l’un de ses clients.) 

Les sociétés de développement, qui ont des bureaux dans toutes les 
régions de la province, sont chargées de l’application de plusieurs pro- 
grammes provinciaux. Elles offrent des préts a terme, des subventions 
pour le paiement d’intéréts et des garanties aux entreprises qui presen- 
tent des risques élevés. La Société de développement de |’Ontario 
(SDO), qui est responsable du programme Nouvelles entreprises, offre 
des garanties pour des préts contractés par des entreprises qui demar- 
rent. Seuls les intéréts sont exigibles au cours de la premiere annee. 
Lentreprise doit effectuer un examen de ses activités tous les six mois, — 
ce qui aide les emprunteurs qui n’ont pas de projet d’entreprise a s’orga- ° 
niser. 


Le financement par actions 
Dans le cadre de cette forme de financement, c’est le plus souvent la | 
famille ou les amis de l’entrepreneur qui sont les premiers a lui avancer | 
de l’argent en retour d’actions de la compagnie. La plupart des nouvelles 
entreprises ne font jamais appel au financement par une société de capité! 
de risque; il est cependant possible qu’elles en aient besoin apres avoir 
connu une certaine croissance. 

Lindustrie du capital de risque n'est pas aussi importante au Canadé 
qu’aux Etats-Unis, mais comme la création de nouvelles entreprises 
s’accélére et que d’importants régimes de retraite y orientent une partie 
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ile leurs ressources, elle est en plein essor. 
| De nombreux entrepreneurs sont réticents 4 vendre des actions car 
ts ont peur de perdre le contrdle ou les profits de leur compagnie. 
pependant, les sociétés de capital de risque ne cherchent presque jamais 
| prendre le contréle des compagnies; elles ne sont pas intéressées a les 
liriger. En outre, puisque le taux de croissance d’une compagnie bien 
inancée peut étre fortement supérieur a celui d’une compagnie qui 
janque d’argent, le financement par capital de risque peut entrainer des 
ofits plus élevés pour le propriétaire. 
_ Les sociétés de capital de risque visent a retirer leur mise de fonds 
pres trois a cinq ans, car la plus grande partie de leur rendement sera 
us forme de gains en capital, et non de dividendes. Ainsi, il est plus 
robable qu’elles investissent dans des compagnies jeunes qui connais- 
ent une forte croissance, plut6t que dans des compagnies qui démarrent 
u dont la création remonte a un certain temps. Pour combler cette 
-cune, les différents échelons de gouvernement cherchent donc a 
jurnir des capitaux de lancement aux entreprises qui démarrent, qui 
uvent ainsi profiter des avantages du capital de risque. 

Un programme ontarien permet aux particuliers et aux entreprises 
= mettre sur pied une compagnie pour l’expansion des petites entrepri- 
*s (CEPE), qui investit ensuite dans une petite entreprise. Les investis- 
urs recoivent une subvention en argent ou sous forme de crédit dimpot 
jjuivalant a 25 pour 100 de leur investissement, et continuent a par- 
piper a la croissance de la petite entreprise a titre d’actionnaires. 
_ Dans le cadre du Regime d’actionnariat des employés (RADE), des 
libventions sont offertes aux employés admissibles qui veulent acheter 
?s actions de l’entreprise ou ils travaillent en vertu d’un régime d’action- 
iriat enregistré auprés du ministére du Revenu. Les employes qui ache- 
int des actions en vertu d’un régime enregistré peuvent demander une 
‘bvention équivalant a 15 pour 100 du prix d’achat des actions, jusqu’a 
incurrence de 300 S$ par année. II peut se révéler trés utile de permet- 
>a ses employés d’acheter des actions de son entreprise, non seule- 
ent parce qu’ils constituent alors une source de financement supplé- 
entaire, mais également parce qu’ils seront plus intéressés 
“auparavant a ce que la compagnie réalise des profits, ce qui les 
Mtivera et les encouragera a aider la compagnie a réussir sur le plan 
ancier. 
_ La Société Innovation Ontario, associée a la SDO, contribue au 
marrage d’entreprises de haute technologie en leur fournissant des 
lds de lancement. Cet investissement peut étre progressivement 
heté par l’entreprise (comme s'il s’agissait du remboursement d’un 
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prét) ou retiré par la vente d’actions a un tiers, selon les modalités négo- 
ciées par l’entreprise et la Société Innovation Ontario. La Societe offre 
également de l’aide sur le plan technique et sur celui de la commercialisa- 
tion. 


Programmes d’aide gouvernementaux 


Ce dont les petites entreprises semblent avoir le plus besoin, c’est 
d’argent, mais ce n’est pas forcément le cas. Méme une compagnie bien 
financée peut faire faillite si elle est mal gérée. Limportance de l’esprit 
d’entreprise pour la santé économique du pays est reconnue de tous, et 
les personnes qui sont intéressées a diriger leur propre entreprise peu- 
vent profiter de nombreux programmes gouvernementaux visant a les 
informer et a les aider. 

Les librairies et les bibliothéques peuvent mettre a la disposition des 
entrepreneurs d’excellents ouvrages qui les aideront a préparer un projet 
d’entreprise. Le ministére de I’Industrie, du Commerce et de la Tech- 
nologie de Ontario (MICT) a mis au point un séminaire et publié un 
ouvrage intitulé Fondation d’une petite entreprise en Ontario, qui permet- 
tent d’obtenir des renseignements pratiques sur les projets d’entreprise. 
En outre, la Banque fédérale de développement donne un cours sur le 
démarrage d’une petite entreprise. 

Presque toutes les universités ontariennes offrent aux petites 
entreprises un service de consultation a peu de frais. Les deux tiers de 
ces centres sont ouverts toute l’année, et les autres seulement durant 
Péte. 

Six centres d’entreprenariat, situés dans certains colleges et univer- 
sités, invitent des experts de l’extérieur a évaluer des projets d’entreprise 
et a conseiller les nouveaux entrepreneurs, méme si leur principale rai- 
son d’étre est d’effectuer des études sur l’esprit d’entreprise. 

Des centres d’information ont été ouverts dans de nombreuses loca- 
lités. Ces centres mettent a la disposition des personnes qui prévoient | 
lancer une nouvelle entreprise une bibliotheque et les services d’un 
expert-conseil. | 

TVOntario, le réseau de télévision éducative de la province, diffuse | 
un certain nombre d’émissions, telles que la série populaire intitulée 
Frontrunners, qui portent sur le lancement et l’exploitation d’une 
entreprise. Les émissions sont diffusées a plusieurs reprises pendant 
l'année, et certaines d’entre elles permettent d’obtenir des créditsde | 
niveau collegial. 

Dans le cadre de ses deux programmes Mise en marche, Capital | 
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qdentreprise pour les jeunes et Capital d'entreprise pour les étudiants, le 
ministere de la Formation professionnelle de l'Ontario offre des préts 
sans intérét aux jeunes qui ont de bonnes idées et qui veulent lancer une 
entreprise. Ces programmes sont gérés en collaboration avec la Banque 
Royale du Canada et la Chambre de commerce de Ontario, par l’entre- 


mise des chambres de commerce locales. 


Le programme Initiatives locales pour le développement des 
entreprises de la Banque fédérale de développement (BFD) aide les 
entrepreneurs et leurs entreprises a trouver la voie de la croissance et de 
la prospérité. Ce programme est fondé sur des cours pratiques qui aident 
entrepreneur a utiliser au maximum les ressources dont il dispose et a 
faire fructifier les bénéfices de son entreprise. 

Operation Youth, société fédérale a but non lucratif, a mis sur pied un 
programme visant a aider les jeunes a lancer leur propre entreprise. 
Dans le cadre de ce programme, les jeunes acquierent des connaissances 
2n matiere de commerce et de gestion et recoivent les conseils de speé- 
sialistes auxquels ils n’auraient pas normalement accés. Le programme 
ippuie l’entreprise au cours de ses trois premiéres années d’exploitation 
oar les services suivants : | 


e Séance de formation de trois jours sur le lancement et lexploita- 
tion d’une petite entreprise; 

e Conseils continus sur tous les aspects de la gestion d’une petite 
entreprise pendant trois ans; 

e Accés a un systeme informatique sur les programmes d'aide 
auxquels peuvent faire appel les jeunes entrepreneurs: 

_ ¢ Association qui regroupe un certain nombre d’entreprises dans le 

| but de réduire les frais généraux et de tirer des avantages de la 

| coopération. 


_ Le programme Youth Enterprise du YMCA, service gratuit qui aide 
*§ jeunes entrepreneurs a planifier et a lancer leur propre entreprise, est 


estine aux personnes de 18 a 30 ans qui n’occupent pas un emploi a 

Des plein. Dans le cadre d’un programme de formation de 10 semaines, 

's jeunes apprennent les différentes étapes du lancement d’une 

Hitreprise, en particulier les notions fondamentales de tenue de re- 
(stres, de commercialisation, de finance et d’exploitation. Un suivi est 
Wement fourni pendant la premiére année d’exploitation de 

| ntreprise. | 

| Le ministére de la Formation professionnelle offre aux petites 
itreprises ontariennes une aide individualisée. En collaboration avec le 
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personnel des bureaux de consultation en formation professionnelle du 
ministere, situés un peu partout en Ontario dans les colleges d’arts 
appliqués et de technologie, les employeurs définissent leurs besoins en 
formation et préparent des programmes deétaillés. . 
Ces bureaux veillent également a l’application du Programme de for- 
mation professionnelle de l’Ontario, destiné a défrayer les petites 
entreprises d’une partie de leurs frais de formation. Ainsi, une entreprise 
de 200 employés ou moins peut se faire rembourser jusqu’a 80 pour 100 | 
de ses cotits de formation directs. | 
Dans le cadre du Programme d’apprentissage, les entreprises enga- 
gent des stagiaires dans le but de leur donner une veritable formation 
technique, acquise en cours d’emploi et completée par des cours | 
théoriques. Le personnel spécialisé d’une entreprise peut également | 
suivre une formation complémentaire grace au Programme de recyclage | 
de la main-d’oeuvre qualifiée, qui est offert gratuitement dans les colleges 
d’arts appliqués et de technologie, en milieu de travail et par des organ- | 
ismes de formation. | 
Autre service offert gratuitement aux employeurs, le Programme de | 
recyclage des techniciens et des technologistes met l’accent sur les nou- | 
velles technologies, comme la conception assistée par ordinateur, la ges- | 
tion des technologies et les techniques de communication. | 
En outre, dans le cadre du Programme de formation de base en | 
milieu de travail, le ministére assume jusqu’a 100 pour 100 des frais de | 


formation des employeurs qui organisent pour leurs employés des cours 
de perfectionnement en lecture, écriture et calcul. 

Sous le titre Planification de l’emploi, le gouvernement fédéral gere 
un certain nombre de programmes de formation concernant les petites _ 
entreprises, comme le programme Pénuries de main-d’oeuvre spécialisee 
qui participe aux frais de perfectionnement qu’engagent les employeurs | 
pour aider leurs employés qui occupent des emplois ot il existe ou risqué 
d’exister une pénurie de main-d’oeuvre spécialisée, selon la classification 
du gouvernement fédéral. Citons aussi le programme Acquisition de com 
pétences qui aide les travailleurs menacés par l’évolution technologique | 
et économique a changer de profession. 


| 


| 
| 
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—— 
Renseignements 


/ 


d’aide aux petites entreprises du MICT, téléphonez sans frais a 
Renseignements Petites Entreprises, au 1-800-387-6142. 


e Le MICT organise des séminaires et publie différents documents, 
notamment Fondation d’une petite entreprise en Ontario, ouvrage 
destiné aux nouveaux entrepreneurs, qui contient des renseigne- 
ments pratiques sur les projets d’entreprises, l’aide gouvernemen- 
tale et la legislation touchant les petites entreprises. Commu- 
niquez avec le: 


) 
e Pour obtenir de plus amples renseignements sur les programmes 
| 


Service des publications de l’Ontario 
880, rue Bay 
Toronto (Ontario) M7A 1N8 


(416) 965-6015 

Si vous étes a l’extérieur de la région de Toronto, composez le 
1-800-268-7540. 

Si votre indicatif régional est 807 , demandez au (a la) téléphoniste 
le Zénith 67200. 


¢ Pour vous abonner a Petite entreprise Ontario, écrivez a 


Petite entreprise Ontario 
Edifice Hearst 

900, rue Bay, 7° étage 
Queen’s Park 

Toronto (Ontario) M7A 2E3. 


© Pour obtenir de plus amples renseignements sur l’aide financiére 
des sociétés de développement, adressez-vous au: 


96, rue Wellesley ouest, 5° étage 


Toronto (Ontario) M7A 2E7 
(416) 965-4622 
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e Vous pouvez obtenir de plus amples renseignements sur la Société. 
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Innovation Ontario a l’adresse suivante : 


Société Innovation Ontario 

56, rue Wellesley ouest, 7° étage 
Toronto (Ontario) M7A 2E7 
(416) 963-5717 


Votre succursale de la Banque de Montréal peut mettre a votre 


disposition une série de dépliants sur les petites entreprises (Smal. 


Business Problem Solver). D’autres banques de votre région 
pourraient également vous offrir des publications utiles. 


L’Association des banquiers canadiens publie un excellent manuel 


intitulé Le financement d’une petite entreprise - Sachez entretenir 
des relations harmonieuses avec votre banque. Pour en recevoir 
un exemplaire, écrivez a : 


- LAssociation des banquiers canadiens 


® 


® 


C.P. 348, bureau 600 
2, First Canadian Place 
Toronto (Ontario) M5X 1E1 


On peut obtenir un dépliant et d’autres renseignements sur le 
programme de CEPE en écrivant au : 


Programme des compagnies pour 
expansion des petites entreprises 
Ministere du Revenu 

33, rue King ouest 

U.P 625 

Oshawa (Ontario) L1H 8H9 


Pour obtenir des renseignements au sujet du Regime 
d’actionnariat des employés (RADE), téléphonez a frais 


virés au (416) 430-ESOP. 


Pour des renseignements sur les programmes de la Banque 
fédérale de développement, écrivez a la: 


Banque fédérale de développement 


f, 


} 
) 
| 
} 
| 


Ce ee eS ee 


] 


C..335 
Succursale Tour de la Bourse 
Montréal (Québec) H4Z 114 


(514) 283-5904 
(416) 973-0062 
ou téléphonez a la succursale de votre région. 


¢ Pour obtenir de plus amples renseignements sur les programmes 
d'aide a l’exportation du gouvernement de ’Ontario, adressez- 
vous au bureau local du MICT. téléphonez ou écrivez 4: 


Commercialisation a l’étranger 
900, rue Bay 

Edifice Hearst, 5° étage 
Toronto (Ontario) 

M7A 2E1 


Téléphone : (416) 963-2500 
Télécopieur : (416) 965-7791 


e Le centre de renseignements sur le commerce extérieur du mi- 
nistere des Affaires extérieures peut vous mettre en contact avec 
d'autres organismes fédéraux, tels que la Société pour l’expansion 
des exportations ainsi que la Corporation commerciale cana- 
dienne, et vous fournir des renseignements sur les programmes 
du MAE tels que WIN et sur les activités de promotion du com 
merce. Teléphonez a Info Export au 1-800-267-8376, ou au 
(613) 993-6435 dans la région d’Ottawa. 


¢ Pour obtenir des renseignements sur les centres de consultation 
pour les petites entreprises des universités ontariennes (a l’'excep- 
tion de l'Université de Guelph), téléphonez a la faculté de com- 
merce de luniversité la plus proche qui vous indiquera comment 
entrer en contact avec le centre de votre localité. 


¢ Voici la liste des six centres d’entreprenariat : 
Le Centre d’entreprenariat de Ryerson 


Le Centre d’entreprenariat de North Bay (Collége Canadore et 
College Nipissing) 


LO 


Le Centre d’entreprenariat de l'Université Lakehead et du College 
Confederation 

Entreprise York (a l'Universite York) 

Le Centre d’entreprenariat de l’Est de l'Ontario (situé aUniver- | 
sité Queen’s, au Collége St. Lawrence et au College Loyalist) 
Le Centre d’entreprenariat du Collége Centennial | 


e Pour obtenir des renseignements sur les cours offerts par 
TVOntario, téléphonez au 1-800-268-6250. | 


© Pour obtenir des renseignements sur le programme Mise en | 
marche, dans le cadre duquel le ministere de la Formation profes- | 
sionnelle offre des préts sans intérét aux jeunes voulant lancer une | 
entreprise, communiquez avec une chambre de commerce, une 
succursale de la Banque Royale, ou avec le service de placement 
d'une école secondaire, d’un college communautaire ou d’une unt 
versité, ou encore téléphonez a Renseignements Jeunesse au 


1-800-387-0777. 


Pour des renseignements sur les Initiatives locales pour le | 
développement des entreprises, communiquez avec la BFD au 
(416) 973-1144. 
i 
| 


Pour en savoir plus sur Operation Youth, composez le 
(416) 861-1812. 


© Pour des renseignements sur le programme Youth Enterprise du 
YMCA, communiquez avec le YMCA de votre localité; a Toronto, | 


composez le 651-0010. 


e Pour obtenir des renseignements sur le CTFAO, communiquez 
avec le: : 


Centre de technologie de fabrication avancée de l'Ontario 
190, promenade Attwell, bureau 402 
Rexdale (Ontario) M9W 6H8 


(416) 675-4363 
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Pour inscrire vos produits ou services dans la base de données 
centrale du gouvernement de l’Ontario, il suffit de remplir une 
demande de renseignements sur les fournisseurs que vous pour- 
rez vous procurer au: 


Service de renseignements sur les fournisseurs 
Edifice Ferguson, 6° étage 

Queen’s Park 

Toronto (Ontario) M7A 1N3 

(416) 965-6937 


Pour obtenir un exemplaire gratuit du Guide des responsables des 
achats du secteur public de ’ Ontario destiné a ceux qui veulent 
devenir fournisseurs du gouvernement de l'Ontario, téléphonez a 
la Direction de ’expansion commerciale au (416) 965-1809. 


Pour obtenir de plus amples renseignements sur les programmes 


de formation et les services du ministére de la Formation profes- 
sionnelle, composez le 1-800-387-5656. 
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Appendix: Small Business 
Advocacy Reports 


These research reports are available from Small Business Advocacy, 
Ministry of Industry, Trade and Technology, 7th Floor, Hearst Block, 900 


3ay Street, Toronto, Ontario M7A 2E1 (416) 965-6304. 


Survey of Small Business Registrants, 1984 (October 
1984) 

Results of interviewing 911 Ontario entrepreneurs about the 
businesses they start. Includes information on investment, hiring 
intent, previous experience, type of business, why the business 
was started and demographics. 


Self-Directed RRSP Investment in Private Companies (May 
1985) 

Survey of characteristics of holders of self-directed RRSPs (150 
people). Results compared to information obtained from 2,000 
people when they either opened self-directed RRSPs or 
transferred funds to such an RRSP. Survey was conducted on 
behalf of SBA by Decision Marketing Research Ltd. 


Expanding Ontario’s Small Business Development 
Corporations Program to Business Services (May 1985) 
Argument for extending eligibility under Ontario’s SBDC program 
to Ontario’s business service firms. Also argues for expansion of 
SBDC’s existing Match-up Service to introduce appropriate SBDC 
investors and small business owners and emphasize smaller 
placements of equity. 


An Advance Notice System for Proposed Regulatory 
Initiatives (September 1985) 

Proposal to create an Advance Notice System in Ontario. Includes 
an examination of advance notice in place in other jurisdictions, 
description of Ontario’s history with respect to advance notice, 
identification of principles to be considered in any improvement of 
the regulatory process and policy options and recommendations. 
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Os Newly-Formed Small Businesses in Ontario, 1982-84 
(August 1985) 
Results of interviewing 861 Ontario entrepreneurs. Provides a 
profile of Ontario’s small business owners and their attitudes 
about various issues and programs, as well as a comparison of 
unincorporated and incorporated businesses. As well, the 
research provides a profile of the kinds of businesses that are 
started and remain viable. Survey was conducted on behalf of 
SBA by The Creative Research Group. 


@ Small Business Payroll Taxes (March 1986) 
~The economic implications of payroll taxation on small businesses _ 
are examined. Also looks at the effects of abolishing Ontario 
Health Insurance Plan premium payments and replacing the 
payments with a 2% employer-paid payroll tax. Features an 
examination of impacts on an average small business, a garage, a 
restaurant, a construction firm and a manufacturer. 


i. Small Business Regulation and Paperburden (March 1986) | 
A joint project of SBA and the Department of Regional Industrial 
Expansion, Ontario Region, the study identifies and clarifies 
specific areas of regulatory and paperburden in Ontario’s small 
business community. Looks at problems and problem sources 
identified by the general economic sectors and more specifically 
the tourism sector. Survey was conducted by The DPA Group 
Incorporated. 


8. Entrepreneurship and Small Business (May 1986) 
A discussion paper tabled in the Ontario Legislature by the 
Minister of Industry, Trade and Technology, the Honourable 
Hugh O’Neil, as a supplement to the Ontario Budget of April 1986. 
Describes: entrepreneurship in Ontario, new business formation 
and small firm performance. 


| 


s) The Ontario Investment Network (April 1986) 
Describes the rationale for the establishment of the Ontario 
Investment Network (presently operated by the Ontario Chamber 
of Commerce under the name Computerized Ontario Investment 
Network - COIN). Discusses the chronic shortage of equity 
capital suffered by the small business community across Canada. 
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Appendix: Small Business Advocacy Reports 


New Small Businesses (April 1986) 

The 1986 survey of new unincorporated business starts. The 
results of 1,118 interviews show the age, Sex, previous ownership 
and employment experience of new business owners as well as the 
reasons for starting the business. The study also breaks down the 
startups by sector and expected billings and source of investment. 


New Ventures: A Loan Guarantee Program for New 
Businesses in Ontario (June 1986) 

Describes rationale for the New Ventures Program, announced in 
the Speech from the Throne in April 1986. Discusses access to 
financing problems of small businesses. Shows design of the New 
Ventures program including details on eligibility criteria, program 
administration, roles of co-sponsors, application processes and 
costs of program. A project of the Committee of Parliamentary 
Assistants for Small Business and Rick F erraro, Small Business 
Advocate. 


Small Business Capitalization and Proposed Pension 
Investment Reforms (August 1986) 

SBA submission to the Pension Commission of Ontario regarding 
the policy recommendations for the regulation of pension fund 
investments. Argues for expanding the universe of eligible 
pension fund investments to include more small businesses. 
Includes copy of the Pension Commission recommendations. 


Targetting Employee Share Ownership Plans to Small 
Business (September 1986) 

Describes the rationale for targetting the Employee Share 
Ownership Plans program (announced in the June 1986 Budget) 
to small businesses. Provides recommendations on how the plan’s 
optimum use by the small business community may be 
encouraged. 


Workers’ Compensation Experience Rating: A Claim 
Deductible Concept (October 1986) 

The study examines the feasibility of introducing a concept of a 
claims deductible into the experience rating of claims costs under 
Workers’ Compensation in Ontario. Study was conducted on 
behalf of SBA by William M. Mercer Ltd. 
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15. Hours of Work and Overtime in Small Businesses: Five 
Case Studies (December 1986) 
Case studies of hours of work and overtime practices in five 
Ontario firms: sewer and water main contracting, clothing 
manufacturer, courier and moving service, lumber and building 
supply and weigh scale repair and distribution. Qualitative 
research on attitudes of owners towards overtime and data on 
firms and their practices. 


16. The State of Small Business (December 1986) 
The first annual report on small business in Ontario. Features 
data on: the job creation record and growth of small business, 
profiles of the small business owner, franchising, women business | 
owners, the aspirations and achievements of new business owners, 
small business financing and effects of public policy on the small 
business community. Tabled in the Ontario Legislature in 
December 1986 by the Minister of Industry, Trade and 
Technology, the Honourable Hugh O’Neil. A project of the 
Committee of Parliamentary Assistants for Small Business and 
Rick Ferraro, Small Business Advocate. Available in French as La 
Situation des petites entreprises. | 


17. | University Centres of Entrepreneurship for Ontario 
(February 1987) 
Describes rationale for the establishment of centres of 
entrepreneurship in Ontario universities. Included in the April 
1986 Speech from the Throne. 


18. Ontario’s Fast-Growth Companies (April 1987) 
Examines the characteristics of 84 successful Ontario 
entrepreneurs. Study conducted on behalf of SBA by Decision 
Marketing Research Ltd. 


19. | Small Business Payroll Taxes, 1987 (March 1987) 
The 1987 update of the 1986 Small Business Payroll Tax study. 
Focuses on the increasing burden Workers’ Compensation places 
on small businesses. 
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The Status of Female Employees in Small Business (June 
1986) 

Survey of 353 Ontario small business owners (in the 
manufacturing sector) regarding the status of women in their 
firms. Examines employment patterns, wage and salary 
administration, personnel practices and company policies. Also 
looks at which form of pay equity legislation would least affect the 
viability of small businesses. Survey was conducted on behalf of 
SBA by Hay Management Consultants. 


Pay Equity and Ontario’s Small Business Sector (June 
1986) 

Survey of 302 Ontario small business owners (representing all 
industrial sectors) regarding the types of personnel practices they 
follow in their firms. Also includes results of 16 interviews with 
persons knowledgeable about pay equity and small business 
regarding how to implement pay equity in small businesses. 
Survey conducted on behalf of SBA by Urban Dimensions Group 
Inc. 


Business Transfer Tax: Modelling the Impact on Small 
Firms (November 1987) 

Study demonstrates how profits and sales in several Ontario small 
businesses might be affected by the federal government’s 
proposed business transfer tax. Examines eight types of 
businesses: retail florists (unincorporated and incorporated), 
retail drug stores (incorp.), retail jewellery stores (incorp.), 
rubber processors and suppliers (incorp.), fan and ventilator 
manufacturers (incorp.), engineering processing firms (incorp.) 
and lodges and motels (incorp.). 


Business Starts in Ontario: An Econometric Analysis and 
Forecasting Model (August 1987) 

Reports on the determinants of new business starts, including 
changes in population and labour force, industrial structure and 
rates of unemployment output growth, costs of borrowing and 
inflation. Includes a computer-based forecasting model for the 
next five years. Study carried out by Quantec Research Ltd. 
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Hours of Work and Overtime in Small Business (January 
1988) 

Compares sample of 300 small firms (fewer than 100 employees) 
with control group of 60 large firms to assess the impact of | 
recommendations proposed by the Task Force on Hours of Work 
and Overtime submitted in May 1987. Finds that the proposals 
are unlikely to have a significant effect on overall average hours 
worked per week in Ontario, but that some of the recom- 
mendations affect small and large firms differently. Small 
businesses are relatively more affected by proposals to shorten 
the regular work week from 44 to 40 hours. 


Facilitating the Investment of Self-Directed RRSP Funds in 
Small Businesses (July 1988) 

Examines amendments to the federal Income Tax Act in 1986 
permitting holders of Registered Retirement Savings Plans 
(RRSPs) to invest in small and developing businesses. 
Recommends simplifying the rules and shifting the burden of 
compliance from financial institutions to the involved parties. 
Contends that these changes will increase RRSP investments in 
small businesses. 


Safety Matters: Case Studies of Health and Safety Practices 
in the Workplace (September 1988) 

Case studies of 13 companies (of which 6 had fewer than 100 
employees) examining the differences in approach between large, 
medium and small firms. Discloses that the larger the 

company, the more extensive its formal health and safety prograir 
While larger companies have well-developed corporate health and 
safety philosophies, small firms tend to do positive things inthe | 
workplace because the owners care about their employees’ 
welfare and are sensitive to the disruption an accident can cause. 


Newly-Formed Small Businesses in Ontario, 1985-87 
(August 1988) 

Based on interviews with 1,055 small firms, updates the 

August 1985 report on newly-formed small companies. Focuses 
on management, operational and policy issues for both 
incorporated and unincorporated firms. Special efforts were mad 
to increase the sample size of companies having more than 20 
employees in order to better understand the phenomenon of 
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growth. Discloses that finding and keeping qualified 
employees is now the top-rated barrier facing young companies. 


Employment Standards in Small Firms (March 1988) 

By a telephone survey of 307 small Ontario businesses and a 
control group of 25 larger firms, examines employee 
compensation issues, including possible changes to the minimum 
wage, training, benefits, vacations and leave arrangements, 
subcontracting and contracting out, and retirement policies. 


An Equity Financing Vehicle for Growth Companies 
(January 1989) 

Discusses a possible Ontario investment vehicle to 

improve the equity financing of companies with growth potential. 
Applies the U.S. model of small business investment companies, 
under which the government guarantees debentures issued by 
investment companies that specialize in small business. This 
approach, successfully practiced in the U.S. since 1958, was 
responsible for the genesis of much of the American venture 
capital industry. It enabled venture capital firms to multiply their 
capital under management and operate at a scale sufficient to build 
up the investment, management, and marketing expertise 
necessary to manage a portfolio of growing firms. 


The State of Small Business, 1987 (December 1987 ) 

The second annual report on small business in Ontario. Features 
the Committee of Parliamentary Assistants for Small Business’ 
proposal for a small business impact statement (SBIS)to set out in 
cabinet submissions the impact on the small business community 
of proposed changes in Ontario policy, legislation and regulations. 
Concentrates on the dynamic growth of small businesses in 
Ontario and includes research findings on where the jobs are 
coming from, the performance of successful young companies, 
remaining barriers to growth and the government’s response. 
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